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OVERSIGHT HEARING ON RURAL WATER 
PROJECT FINANCING 


THURSDAY, JULY 29, 1999 

House of Representatives, 

Subcommittee on Water and Power, 

Committee on Resources, 

Washington, DC. 

The Subcommittee met, pursuant to call, at 2 p.m. in Room 1324, 
Longworth House Office Building, Hon. John Doolittle [chairman of 
the Subcommittee] presiding. 

Mr. Doolittle. The Subcommittee on Water and Power will 
come to order. 

We’re meeting today to hear testimony on rural water project fi- 
nancing. Two years ago we held a hearing regarding funding op- 
tions for Bureau of Reclamation projects, and during that period we 
heard from several witnesses that provided innovative ways to fund 
or encourage the private sector to become partners with the Fed- 
eral Government in operating and maintaining Bureau of Reclama- 
tion facilities. 

As many of you are aware, before our Subcommittee we have re- 
quests to authorize more than $1 billion for rural water projects in 
the States of Montana, North Dakota and South Dakota alone. This 
number excludes the identified need throughout the country to 
fund tens of billions of dollars worth of additional rural water 
projects. 

We simply must identify the financial basis for proceeding with 
these projects if people are going to be able to live in these areas. 
Because what inevitably happens is that people are drinking sub- 
standard water, waiting for some promise to upgrade their system. 
The promises are made but, in reality, are rarely kept. 

Conditions worsen while the population simply evaporates. Citi- 
zens need a more honest answer as to what they can expect. There 
is no doubt that there is a need for more and better water quality 
in many of these areas if their population base is going to survive. 

A fundamental question is one of funding. We have heard from 
many local individuals and States who have looked into their bank 
accounts and feel they do not have the finances to pay for the 
water systems they need. When we look at the reality of the Fed- 
eral budget, we have to realize that we do not have the money 
there to simply start another new grant program to fund the 
projects requested before this Subcommittee. For all you hear in 
the news about vast Federal surpluses, the reality is that we have 
enough money to maintain economic health and pay down a portion 
of our national debt. In effect, we have ransomed our grand- 
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children’s future but may be able to get our great grandchildren 
out of hock. 

Today we have invited several witnesses to provide testimony re- 
garding the current mission of the administration to provide safe 
drinking water to rural areas, as well as several others to talk 
about the role the government should play in this area. We also 
want to examine the current and future need of the Federal Gov- 
ernment to fund these programs, as well as what changes may be 
needed to assist our rural constituents in obtaining safe drinking 
water. Because there is a need to upgrade existing drinking water 
supply systems as well as to find ways to reduce costs, it has been 
necessary to identify additional ways to generate the revenue to 
pay for these projects. 

In areas where the Federal Government is increasing standards 
and forcing change, the Federal Government must be prepared to 
help citizens pay for these changes. This conclusion is part of tak- 
ing responsibility. Where the upgrade is driven by internal needs, 
there’s a diminished Federal role, and that conclusion is also part 
of taking responsibility. Even in those cases, the Federal Govern- 
ment can provide expertise or improved financing options where it 
has a role. However, in many cases, the costs may simply remain 
a local and State expense. 

How we go about designing and financing these rural water 
projects will be a test to the Federal Government’s ability to transi- 
tion to the more efficient, fiscally responsible mode of operation. To 
expand our operations, we have spent the last 2 years working to 
develop alternatives. While much of the answer lies in local and 
State interests turning to the private sector for less costly construc- 
tive and more expeditiously available financing, there may be op- 
tions for Federal involvement. 

To that end, several alternatives have been explored that involve 
Federal Government participation and funding rural drinking 
water systems. These include, one, the historic irrigation method of 
using Federal power revenues to fund projects beyond the water 
user’s ability to pay it; two, providing long-term financing at Treas- 
ury rates; three, setting up a trust fund to pay for rural water 
projects based on surcharges on Federal water and power. 

There are other options that we will discuss today. These choices 
do not represent the universe of alternatives. 

I look forward to hearing from the witnesses; and I will recognize 
our Ranking Member, Mr. Dooley, for his statement. 

Mr. Dooley. Thank you, Mr. Chairman. 

I commend you for holding this hearing and concur with your 
sentiments that there is a need for us really to assess the various 
Federal programs that attempt to provide some assistance, finan- 
cial assistance, for water supply, as well as water quality. I appre- 
ciate your interest, as I share those interests, in terms of trying to 
determine what is the appropriate role of the Federal Government 
in meeting some of the needs that have been presented to Congress 
in various authorization bills. So I look forward to the hearing and 
the testimony. 

Mr. Doolittle. Thank you. 
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We will invite our first panel of witnesses to come forward. Ask 
you to please remain standing and raise your right 
hands. [Witnesses sworn.] 

Mr. Doolittle. Thank you. Let the record reflect that each an- 
swered affirmatively. 

We’re very pleased to have you here today. I appreciate your ar- 
ranging your schedules to participate in our hearing. 

We will first begin with our Commissioner of Reclamation, Mr. 
Eluid Martinez. 

Mr. Martinez. 

STATEMENT OF ELUID MARTINEZ, COMMISSIONER, U.S. 

BUREAU OF RECLAMATION 

Mr. Martinez. Mr. Chairman. 

Mr. Doolittle. May I — ^before you begin — remind everyone these 
statements, and everything we say, if the microphones are on, goes 
out over the Internet. So you do have a switch there to control that 
microphone when you aren’t wishing to speaking to the world. 

Mr. Martinez. Mr. Chairman, I am pleased to provide the per- 
spective of the Bureau of Reclamation and our involvement and ex- 
perience with the development of rural water projects in the west- 
ern United States. My written statement has been submitted for 
the hearing record, and I will summarize that statement. 

Mr. Chairman, the accessibility of rural America to safe, reliable 
and adequate drinking water supplies is an important issue; and 
I compliment you and the Committee for scheduling this hearing 
to focus attention to this vital issue. 

In the western United States where reclamation is involved, rec- 
lamation has identified two major categories of need: Indian res- 
ervations or Pueblos with nonexistent or substandard water supply 
systems and nonindian rural communities with inadequate or de- 
clining water supplies. 

Based on an initial and somewhat informal survey of reclamation 
offices, we have identified a need for as much as $3 billion in rural 
water development and construction activities throughout the 17 
western States. One point seven billion dollars of that is for poten- 
tial Indian projects. 

I’m advised that Congress, according to the 1995 General Ac- 
counting Office report, has authorized as many as 17 Federal pro- 
grams and 8 Federal agencies to address rural water needs. Rec- 
lamation, however, has been authorized only by specific legislation 
to develop site-specific rural water projects. 

It has been our experience that project sponsors seeking Rec- 
lamation’s involvement do so because, for various reasons, their 
projects do not meet the criteria established by the existing 17 
other programs. 

The Department of Interior supports efforts to meet the water 
needs of rural communities. It is concerned, however, about con- 
tributing to the overlap in the many Federal programs now in ex- 
istence. It is concerned with respect to the number of projects being 
authorized and the impacts on Reclamation’s ability to efficiently 
complete projects already under construction. 
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While Reclamation has been directed in statutes to develop spe- 
cific rural water systems, our policy is that we participate in rural 
water projects in two ways. 

First, we should provide nonindian rural water supply as a com- 
ponent of multipurpose projects, as long as the local sponsors reim- 
bursed Reclamation for 100 percent of the costs incurred. 

Second is our role to help the Federal Government meet its Trust 
obligations with respect to Indian issues. According to long-stand- 
ing administrationwide policy, single-purpose municipal, rural and 
industrial water supply projects have not been considered Reclama- 
tion’s responsibility. 

At the present time. Reclamation has billions of dollars in au- 
thorized projects under way. In addition. Congress currently has 
before it proposals to authorize more than $1 billion in new or ex- 
panded rural water projects for Reclamation to undertake, and I 
will provide a copy of a table breaking this out for the record. 

[The information follows:] 
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Required Information Under House Rules 

The Heritage Foundation is a public policy, research, arid educational organization 
operating under Section 501(C)(3). It is privately supporte4 and receives no fimds from any 
government at any level, nor does it perform any government or other contract work. 

The Heritage Foimdation is the most broadly supported think tank in the United 
States. During 1998, it had more than 203,000 individual, foundation, and corporate 
supporters representing every state in the U.S. Its 1998 contributions came from (he 


following sources: 

Government 0% 

Individuals 60.5 % 

Foundations 26.2 % 

Coiporations 3.7 % 

Investment income 6.3% 

Publication Sales and Other 3.2% 


No coiporation provided The Heritage Foundation with more than 0.7% of its 1 998 
annual income. The top five corporate ^vets provided The Heritage Foundation with less 
dian 1.8% of its 1998 income. The Heritage Foundation’s books are audited aimually by the 
national accounting firms of Deloitte & Touche. A list of major donors is available from 
The Heritage Foundation upon request. 

Members of The Heritage Foundation staff testify as individuals discussing their own 
independent research. The views expressed are their own, and do not reflect an institutional 
position for The Heritage Foundation or its board of trustees. 
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Bureau of Reclamation 
Authorized Rural Water Projects 
(As of 7/99) 


Project & 

Year authorized. 

State & 

Cost Share^ 

Total Cost Ceiling 

Balance to Complete 

Mni Wiconi (1988- 
amended in 92 & 94) 

SD 

(15%) 

$371m 

$214-6111 

Mid-Dakota Ruial 

Water Project (1992} 

S.D 

(15%) 

S134.574m 

S73.957m 

Fort Peck Rural Water 
System (1996) 

MT 

(25%) 

$5.8m 

$4m 

Fall River Rural Water 
System (1998) 

SD 

(30%) 

$4m 

$4m 

GDU- Indian MR&I 
(1986) 

ND 

(25%) 

$27.6m 

$0byendofFY99" 

GDU-Statewide MR&l 
(1986) 

ND 

(25%) 

$200m 

$46.5ra 

Total; 


$743m 

$343m 


’ Cosi-share refers to minimum non-Fedcral comribution re<iuired. 

^ Likely that increase of ceiling will be included in FY 2000 Energy and Water 
Appropriations bill. 
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Mr. Martinez. Reclamation’s budget, as you know, is declining, 
while our project operation and maintenance costs, our dam safety 
concerns and other program obligations continue to grow. 

Additionally, Mr. Chairman, we have a growing concern with the 
trend towards Reclamation being obligated for operation and main- 
tenance costs associated with some of our Native American rural 
water systems that are now under construction. We are concerned 
about the impact this obligation has now and in the future to en- 
able us to complete and adequately fund construction projects 
under way. We would like to open a dialogue with this Sub- 
committee on how we can and should address this issue. Given this 
context and experience. Reclamation believes that careful consider- 
ation should be given to the Federal interests in these rural water 
projects and the appropriate level of Reclamation’s involvement. 

Mr. Chairman, there is a need to focus attention to the drinking 
water needs of rural America. As such, there may be a need to re- 
view the coordination of existing Federal programs a well as the 
funding and skills and expertise available to the different Federal 
agencies and a need for greater coordination with State and local 
governments to bring their expertise and resources to the table. 

Mr. Chairman, this concludes my testimony. I will be pleased to 
answer any questions. 

Mr. Doolittle. Thank you. 

[The prepared statement of Mr. Martinez follows:] 

Statement of Eluid L. Martinez, Commissioner, U.S. Bureau of Reclamation, 
Department of the Interior 

My name is Eluid Martinez, I am Commissioner of the U.S. Bureau of Reclama- 
tion. I am pleased to provide the perspective of the Bureau of Reclamation on our 
involvement and experience with the development of rural water projects in the 
western United States. 

MAGNITUDE OF THE NEED 

According to a 1995 needs assessment conducted by the U.S. Department of Agri- 
culture’s Rural Development Office, more than 1 million people in the United States 
had no water piped into their home, and a total of 2.4 million people were consid- 
ered as having critical drinking water needs. Many rural residents carry heavy con- 
tainers of water from cisterns, purchase bottled water or pay a water for hauling 
service. Recently released Environmental Protection Agency (EPA) data indicates 
that to meet the need nationwide for small systems serving 3,300 people or less 
could cost more than $37 billion. 

In the Western United States, where Reclamation is involved, rural needs are 
identified in two major categories — Indian reservations with nonexistent or sub- 
standard water supply systems and non-Indian communities with inadequate or de- 
clining water supplies. Based on an initial survey of Reclamation offices conducted 
recently, we have identified a need for as much as $3 billion in rural water develop- 
ment and construction activities throughout the 17 western states. Of that amount 
approximately $1.7 billion were estimated for potential Indian projects and $1.3 bil- 
lion for non-Indian Projects. 

In addition, the Indian Health Service (IHS), which publishes an annual report 
on Tribal water needs, found that more than 2,000 homes on Indian reservations 
are without potable water supplies. While many of those homes are on the Navajo 
Nation and in Alaska, the larger need is identified by the approximately 146,000 
Indian homes which have substandard or inadequate potable water supplies or sys- 
tems. IHS has estimated that it would cost approximately $960 million to address 
their identified needs. 

Existing Federal Programs 

In response to the need and demand for assistance on this issue. Congress has, 
according to a 1995 General Accounting Office report, authorized as many as seven- 
teen Federal programs in eight Federal agencies including the EPA, IHS, Depart- 
ment of Commerce and the USDA. The primary programs are the EPA Drinking 
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Water State Revolving Fund, USDA’s Rural Utilities Service Program, and the De- 
partment of Housing and Urban Development’s Block Grant Program. For the most 
part, these were authorized as “programs” to address the needs of communities that 
meet the specific criteria established by statute, regulation or policy within the con- 
straints of available appropriations. 

While Reclamation has been directed in statutes to develop specific rural water 
systems, our policy is that we participate in rural water projects in two ways. First, 
we should provide non-Indian rural water supply as one component of a multi-pur- 
pose project, as long as the local sponsor reimburses Reclamation for 100 percent 
of the costs. Second, to help the Federal Government meet its Trust responsibilities 
to Indian Tribes, our policy states that, in appropriate cases, we will provide Indian 
communities with rural water supply assistance. According to long-standing Admin- 
istration-wide policy, single-purpose municipal, rural and industrial water supply 
projects have not been considered Reclamation’s responsibility. 

In the past several years, there have been numerous proposals to authorize Rec- 
lamation to develop single-purpose municipal rural and industrial (MR&I) water 
supply projects for rural communities throughout the western United States. While 
the Department supports efforts to meet the water needs of rural communities, we 
remain concerned both about contributing to overlap in the myriad of Federal pro- 
grams and projects already authorized, the impacts of the projects on Reclamation’s 
overall budget, and our ability to address current obligations and to work with rural 
communities in the future to identify and assist them in addressing their water 
management needs. 

At the present time, the Bureau of Reclamation has billion of dollars in author- 
ized projects that are underway. In addition. Congress currently has before it pro- 
posals to authorize more than $1 billion in new or expanded single purpose rural 
projects for Reclamation to undertake — all at a time when Reclamation’s budget is 
declining and the operation and maintenance, dam safety, and other Reclamation 
program obligations continue to grow. 

Given this context and experience, we are concerned about a number of issues as- 
sociated with the proposals and programs involving Reclamation’s participation in 
these projects currently before Congress: 

First, careful consideration should be given to the Federal interest in the 
projects and the appropriate level of Federal involvement — especially given the 
role that state and local governments can play. 

Second, the level of non-Federal cost share for Reclamation rural water com- 
ponents in multi-purpose projects needs to be significantly greater than has 
been proposed in the past. Most of the proposals which we have provided testi- 
mony or comments on in recent years have included minimal non-Federal con- 
tributions — some with Federal cost shares as high as 85 percent. It is our long- 
standing policy that MR&I components, particularly those that are non-Indian 
components, should be fully reimbursable with interest. 

Third, I would like to bring to your attention a growing concern within Rec- 
lamation for the trend toward Reclamation being obligated for operations, main- 
tenance and replacement (OM&R) costs for MR&I projects. Paying the OM&R 
costs, as is proposed in some case and as has occurred in the case of the Mni 
Wiconi Project and others, could ultimately limit the ability of the Reclamation 
program to help Native American Tribes and others to address the water re- 
sources problems throughout the west. The Administration believes that as a 
general policy. Tribes where possible and other project beneficiaries should be 
responsible for the OM&R expenses of their projects. We would like to open a 
dialog with the Committee on how this can and should be addressed. 

Mr. Chairman, this is an incredibly important issue, that I hope gets more atten- 
tion in the future. The number of proposals before this Committee and the multiple 
demands for funding make it clear that there is a need for attention to the need 
to address the water supply needs of thousands of Americans in rural areas. As I 
stated earlier, a 1995 GAO study identified eight Federal agencies with seventeen 
programs designed specifically for use by rural areas to construct or improve water 
and wastewater facilities. Given that, there may need to be a review of the coordina- 
tion of the programs, funding, and skills and expertises of the Federal agencies, as 
well as greater coordination with the state and local governments which have exper- 
tise and resources dedicated to this purpose. 

That concludes my testimony. I would be pleased to answer any questions. 

Mr. Doolittle. Our next witness will be the Deputy Adminis- 
trator of the Rural Utilities Service, RUS, the U.S. Department of 
Agriculture, Mr. John Romano. Mr. Romano. 



9 


STATEMENT OF JOHN ROMANO, DEPUTY ADMINISTRATOR, 

RURAL UTILITY SERVICE (RUS), DEPARTMENT OF AGRI- 
CULTURE 

Mr. Romano. Mr. Chairman, Mr. Ranking Member, we appre- 
ciate the opportunity — good afternoon, we appreciate the oppor- 
tunity to be here to talk about a subject that is of great eveiyday 
importance to us and, obviously, is important to the Subcommittee, 
the financing of rural water systems. 

I’m happy to be here on behalf of Secretary of Agriculture Dan 
Glickman to talk about USDA’s water and waste disposal loan and 
grant program, which has been making loans and grants to the 
rural water and wastewater system since 1940. The goal of the pro- 
gram has been safer and cleaner water for rural communities, par- 
ticularly distressed rural communities. In short, we finance the 
construction, expansion and improvement of rural water and 
wastewater systems, with a premium on modesty in size, design 
and construction. 

We are proud of the results we and our customers have achieved 
over these almost 60 years through the water and waste disposal 
program. And we are very well aware of the continuing pressing 
needs, as we have documented in our own assessments and our col- 
leagues at the EPA have particularly strongly documented, for im- 
proved water quality, quantity and dependability in the economi- 
cally distressed parts of rural America that we work to serve. 

By law, regulation and policy, it’s our job to target our limited 
loan and grant resources to communities that need them most in 
terms of economic distress and serious public health challenges. We 
are a unique public bank. Sixty percent-plus of our total funds go 
out as loans. However, we target the remainder, almost 40 percent, 
as grants that effectively buy down the loan rates for the most fi- 
nancially strapped of our borrowers. 

The result is reasonable, affordable water rates for the customers 
of the rural water systems we finance and debt service our bor- 
rowers can reasonably handle. The evidence of this is something we 
are very proud of, a 99.9 percent repayment rate on the more than 
$16 billion of water and waste disposal loans that have been made 
over this period of almost 60 years. 

Here’s the capsule summary of our loan portfolio as of September 
30th, 1998, the end of the last fiscal year: 7,557 borrowers, 15,915 
loans, approximately 60 percent of the loans were made for drink- 
ing water projects, the rest were made for sanitary sewer and a rel- 
ative small handful of solid waste disposal projects, outstanding 
principal of $5.89 billion, 1/10 of 1 percent, as I noted earlier, of 
the total loan principal delinquent — I should say only 1/10 of 1 per- 
cent of the total loan principal is delinquent. 

And here is the capsule summary of our fiscal year ’98 invest- 
ment activity: $1.33 billion committed to 1,072 projects nationwide, 
just over 60 percent of them drinking water projects. Of the $1.33 
billion we committed, $800 million went out as loans and $530 mil- 
lion as grants. The average loan size was $840,000; the average 
grant size was $590,000. The average median household income for 
a family served by our water projects in FY ’98 was just under 
$20,000. By comparison, the national poverty rate for a family of 
four is $16,500. 
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Our total FY ’98 commitments will serve approximately 1.3 mil- 
lion people with new or expanded or improved drinking water or 
wastewater disposal facilities. Our total annual commitment lever- 
aged, in FY ’98, more than $250 million, $250 million in loans and 
grants from other sources. 

The principal other sources included community development 
block grants, HUD funds that go through State agencies; State re- 
volving loan funds, through the States, that’s EPA dollars; Appa- 
lachian Regional Commission Grants administered directly by our 
people in the field under an agreement with the Appalachian Re- 
gional Commission and Indian Health Service Grants for tribal 
projects. And we are funding an increasing number of tribal 
projects, five times as many as we did 6 years ago. State-appro- 
priated funds and economic development administration grants, 
once again under an agreement that’s almost 30 years old, the co- 
operative agreement with the EDA where our staffs work together 
on this. 

Here is a quick portrait of a high-priority customer, a hypo- 
thetical high-priority customer. 

It’s eligible for our program; it’s a small town or city or it’s a 
rural county or nonprofit water association or Indian tribe. The 
population is under 5,500, eligible population is under 10,000, but 
we’re particularly looking for the very small, distressed commu- 
nities with limited resources that have nowhere else to turn. 
They’re unable to obtain credit for the improvements from private 
commercial sources. They have water-related health and safety 
concerns, as evidenced by a mandate or threat of a mandate from 
a State or Eederal regulatory agency. 

Mr. Chairman, I have about 2 more minutes. Should I wrap it 
up or 

Mr. Doolittle. Go ahead and just finish your statement. 

Mr. Romano. I appreciate it. 

The median household income on this average project of ours for 
the service area is less than 80 percent of the Statewide nonmetro- 
politan median household income, which is typically almost always 
lower than the Statewide median household income overall. 

This project would merge two or more small water systems to 
maximize operating and cost efficiencies. The project would not just 
improve water service to existing users but would also bring some 
new users, very important to us, new users in the system. The 
project financing would consist of at least 20 percent of the total 
development costs, and ideally more than 50 percent, to get the 
maximum score under our priority scoring system from financing 
sources, such as the ones I mentioned earlier, from sources other 
than the USD A. 

We believe our track record is notable and our impact deep and 
broad throughout rural America. 

I want to note, and I can make these summaries available, that 
over the past 5 years, talking about broad coverage in the districts 
of the 15 members of the Subcommittee over the last 5 years, and 
I have that information for the Committee, we funded 138 water 
and wastewater disposal projects. 

Over the last 5 years, we’ve also made the following improve- 
ments in the way we operate: Done a major overhaul of our pro- 
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gram regulations. We’ve eliminated 40 percent of their volume. 
We’ve cut a major step out of our application process. We’ve created 
more incentives for small water systems to join together. We’ve cre- 
ated more incentives for our customers to use other funds to lever- 
age funds from other sources, and our leveraging percentages are 
going up every year. 

We’ve pushed more project responsibilities into the field, where 
we have about 350 employees on the ground in the States, com- 
pared with Washington, where we are down to 27 employees work- 
ing on our water and waste disposal program. We have beefed up 
the delivery of technical assistance and training to our customers 
and potential customers through a network of hands-on nonprofit 
circuit riders, especially through the State rural water associations. 

These circuit riders are proficient in fixing pumps, setting water 
rates, working out management problems, and they’re particularly 
proficient in training water system operators to be independent 
and to run their systems better and more efficiently. 

During that 5 years we have renewed an almost 20-year-old co- 
operative agreement — I have a copy for the Subcommittee — with 
the Appalachian Regional Commission, whereby, in 1998, our peo- 
ple directly administered almost 17 million of their project funds. 
Their staff does very little. They have given complete authority to 
our people to administer their funds. 

We regularly consult with the IHS and EPA on the funding of 
water projects in Indian country; and, in fact, this year we have 
jointly funded several projects with the IHS, most notably, very re- 
cently, in the last month, the Shoshone-Bannock project in Idaho 
in the district of Mr. Simpson. 

I have a copy for the Subcommittee of a memorandum between 
us and the IHS on specific project funding. 

Finally, and perhaps most notably, in 28 States, 28 states, our 
staff and the staffs of other key water infrastructure agencies meet 
on a regular basis as part of formal or informal groups. In some 
places, they’re called water assistance councils; in other places, 
they’re called infrastructure financing councils in 28 States. Basi- 
cally, our people get together on a regular basis with other public 
employees to broker projects, to discuss projects and the best way 
to fund them, either singly or jointly. 

By our estimate, 5 years ago that was only happening in 13 
States. So that’s more than doubled. And I have a copy of an infra- 
structure survey done by the Council of State Community Develop- 
ment Agencies of what the status of those infrastructure councils 
in the States is right now. 

There is still a great deal to do in the way of targeting invest- 
ment in rural America to improve public health, fire protection and 
economic opportunity through improved drinking water. The De- 
partment of Agriculture is pleased to play a very active role in in- 
creasingly, with other public partners. State and Federal, to assist 
the many communities that turn to us as their primary investor. 

One last pile of paper for the Subcommittee, 14 pages single- 
spaced, both sides of the page, of our present backlog of 
preapplications for water and waste disposal financing, $2.28 bil- 
lion in loan backlog, $1 billion in grant backlog available to the 
Subcommittee. 
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Thank you for this opportunity. 

Mr. Doolittle. Thank you. 

Mr. Romano. And for the extra time. 

[The prepared statement of Mr. Romano follows:] 
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Statement of John Romano, Deputy Administrator of the Rural Utilities Service, before 
the Subcommittee on Water and Power of the House Resources Committee. 

Mr. Chaiiman, members of the subcommittee, thank you for the opportunity to submit 
testimony today for the U.S., Department of Agriculture’s (USDA) Rural Utilities Service (RUS) 
for this hearing on rural water project financing. I want to thank you and the members of the 
Subcommittee for your interest and continued support for infiastracture programs and policies 
that help strengthen rural America, which the agency I represent today has a long history of 
serving. 

A sound, affordable, accessible drinking water and waste water mfiastmcture is a key 
component of economic competitiveness. It is also a fundamental building block of good public 
health, fire protection and economic development. The small, rural cities and towns we serve 
with our water and waste disposal (WWD) programs work hard to build, maintain, and properly 
operate their water and sewer utilities to achieve these goals. They work hard to meet the public 
health and environmental protection requirements of the Safe Drinking Water Act, the Clean 
Water Act, arrd various state health and environmental laws. However, without technical and 
especially, financial assistance from RUS, many small rural communities would have a very 
difficult time firrancing their water utility.investments, serving their communities, and carrying 
out public health and environmental protection measures. 

The RUS’ WWD loan portfolio of nearly $6 billion includes investments in more than 
7,600 small community and rural water and wastewater systems. The 60-plus year track record of 
water and wastewater investments at USDA - until 1995, the Fanners Home Administration ran 
the programs for die Department - is strong and notable. We serve some of the most 
economically distressed, remote communities in the nation, which have turned to us as the lender 
of last resort. At the same time, the Department’s historical rate of writing off water and sewer 
loans is only one tenth of one percent - for every $1,000 lent, only one dollar has been written off. 
We are proud of this kind of stewardship of limited public resources, and are on track to continue 
on the same highly responsible fiscid course info the new century. 

Reform. Reinvention and Responsibilities 

To ensure the success of the partnership between RUS and its public and private nonprofit 
water and sewer utility borrowers, the agency continues to streamline its operations, offering 
borrowers more flexibility in financing, while requiting modest engineeting design and 
constraction methods to deliver cleaner, safer, more dependable water and sewer services to more 
rural Americans every year. 

Specifically, RUS continues to sharpen its water and waste disposal program focus by: 
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• Targetiiig limtted Federal loan and grant funds to nual communities that do not have 
basic utility infrastructure with the highest poverty levels and emigrafron of human, 
financial, and economic lesonrces, and to Native Amoican tribes. 

• SinipU^g the RVS ban «td grant approval process, allowing borrowers to re^ttd 
more quickly to levraaging opportunities with other public and private funding sources. 

• Automating loan processbg functions to provide borrowers frster access to loan and 
grant funds while reducing the administrative costs incotied by the Federal government 

• Improving onr financing partnerships with other Federal State, and local 
government agencies in an advocacy role for mral citizens, to bring more and better 
resources to high priority projects and areas of need. 

• Promoting a paperless society that makes the Federal government more responsive to its 
customers while decreasing the national paperwork burden; and 

• Continuing to achieve strong public and environmental health protection and 
economic devebpment goals. 

Coordination with other Government Agencies 

As file Committee is aware, a number of federal ^encies provide financing and technical 
aitoistance for rural water projects, including EPA, HUD, HHS, and the Economic Develtqiment 
Administration in Commerce. Virtually every water or waste viatec project that the Rural Utilities 
Service (RUS) participates in involves coordination from several agencies and often joint funding. 
This year, FY 1 999, RUS has jointly funded water and waste water projects with other agencies in 
46 states. 

Almost all of the states have regular coordination meetings among funding agencies to review the 
funding needs ofwater and waste water projects. The one or two that do not have tegular 
meetings closely coordinate with the other agencies. Projects are jointly fimded when applicants 
meet the requirements of the programs involved. Joint funding is not so much an objective as is 
makmg the most efiScient use of resources. RUS signedmAiuiloflS)97 a Joint Memorandum of 
betwemi HUD, EPA and RUS that formalized the process of achieving positive coordination and 
results between these agencies. 

The most ofies participants in an individual project will include the local goveitiment flying for 
the loan, the state govonment agemy that manages the State Revolving Fund, the state 
fiiat arhnhusters the HUD Cammunity Development Bb^ Grant (CDBG) funds, the Buroau of 
Reclamation if a reclamation project in involved, EPA t^onal rqiresematives, and 
rqnesoitatives fium the Indian Health Service (!HS) of the Department of Heatfii and Human 
Services, 
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Examples of interagency and integovemmental coordination and funding can be found in the 
USDA water projects announced this year. 

Rattlesnake Ridf^ Water 01strict, Carter County, Kentncky: With a total project cost 
of $4,266,000, this water project includes a RUS loan of $900,000 and a RUS grant of 
$900,000. Additional funding is provided by the Appalachian Regional Commission for 
$466,000 and a CDBG grant of $2,000,000. 

Shoshone-Bannock Tribes in Fort Hall, Idaho: The total project cost is $3,130,000 with 
$665,000 coming from a RUS loan, $1,200,000 from a RUS grant, $500,000 from IHS 
and EPA putting in $785,000. 

Amelia County Courthouse Area Water System: The total project cost is $3,592,200. 
RUS is providing 920,000 in grant funds and $900,000 in loan funds. The Virginia 
Department of Environmental Quality is putting in $400,000 in grant fimds and tire 
Virgima Department of Health is making a low interest loan of $1,372,200. 

Spokane Tribe of Indians, Wellpinit, Washington: Total project cost is $890,907. 

The IHS is providing $308,400 in grant fimds and “in-kind" engineermg sevices totaling 
$75,000. The total funding fcam RUS is $507,500, split betweai a $284,000 grant and a 
$223,500 loam 

DSDA-RUS’ Water and Waste Disnosal Programs - Fiscal Year 2000 Budget Reoumt 

The Administration’s fiscal year 2000 budget seeks $63.9 million in budget authority to 
sigrport $900 million in WWD direct loans, $503 million grants, $75 million in guaranteed loans, 
and S2.746 million in budget authority Ibr solid waste management grants. 

The budget request includes $20 million for Colonias, the severely economically 
distressed housing subdivisions along the U.S.- Mexico border that lack the most basic safe and 
clean water infiastructure, $16.2 million for technical assistance and training grants which RUS 
awards competitively to public and private nonprofit organizations, like the National Rural Water 
Association, $5.3 million for the “circuit rider” wastewater technical assistance program, $20 
million for grants to develop safe and clean water infrastructure in rural and native Alaskan 
villages, and $34.7 million in budget authority for loans and grants in federally-designated 
Empowerment Zones and Enterprise Communities. 

Rl^ investments in drinking water and wastewater projects serving tribal and rural 
Alaslran cormnunities have increased by nearly 400 pecent since FY 1993, and continue to ^w. 
RUS is uniquely dedicated to helping unserved and undear-served communities. We eiqiect foah m 
Fiscal Year 1999, the annual investanmit in tribes from ottr Watm and Ertvironmenthl Iho^ams 
will exceed $25 million. Additionally, we ate intensifying coewdination of funds wifll the Indian 
Health Service mid the U.S. Environmental Protectirm Agency (EPA) at higher levels than ever 
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before. 


The budget request will also enable third-party grantees, through the technical assistance 
and training and “cireuit rider” programs, to make more thiui 28,000 water system and 29,000 
wastewater system service calls to assist communities with a wide variety of tedmical operations 
and m^enance issues; and thron#! an electronic cleaiin^iouse, t^ 28,000 telephone calls and 
1 1,000 electronic buHefin board and wrf) site contacts from cutrem and prospective rural water 
and sewer system nunagers. 

The RUS' water and environmental programs inqirove foe quality of life and h^fo of 
^proximateiy 13 millitm Americans each year by bringing safe drinking water and 
enviromnentaliy sound wastewater fecilities to those rural communities in neatest need. The 
program is delivered by a field networic of USDA-Rural Development employees who provide 
hands-on technical arid financial assistance ditectiy to local conunueities. hi feet, RUS delivers 
its water programs through some 350 employees in all the states, supported by 28 employees at 
foe USDA headquarters in Washington. 

Based on foe Administration’s belief and policy that low income, high unenqiloyment and 
high poverty areas with water-related public healfo problons have foe greatest needs, RUS Iws 
increasingly targeted drinking water and sanitaty wastewater diqxisal investm«its to fiiose areas 
where inqnovements in drinking water quality, qnanti^ and (hpendability are needed the most 

In a state-lqr-state safe drinking water assessment perfimmed in 1995, Rl^ found fiiat at 
least 2.5 million nna] Americans bad vey critical needs for ssfe, dependable drinking water — 
including ahimst one million people who had no water at all piped into their homes. 
Ai^iroximately 5.6 million more were finmd to have sifostantid needs under foe Safe Drinking 
Water Act standards. 

RUS is proud of our record of heating ncal communities help themselves tning drinking 
water and wastewater fecilities to fiiousa^ of Americans - with strong empbaris on those who 
truly need our services most As the ptesaitS3.3 billion backlog ofwaicr and waste disposal 
program plications illustrates, this is a huge job that diteetty affects the health, safety, and 
economic well-being of nirai America. 

Conchiston 

Rl^ is a unique institution. WesreistiquemthatalniostdOpetceiriofrwrfotallhia&m 
awod^ as lotm/grant combmations to economically distressed conmunities with nowhere else to 
turn fi» riedit We trice on pngects- incressingly in paitnerfoip with oUier Federal and state 
ageiRies - tiiri the ptivaie sector eoold rwt becaw of tiieir hiife levri of risk md low level of 
lehnn. We believe tins is a tribute to tile riiaraeter of our enq^ltq'ees, who stnufeire sound 
finanriri tians»nkms that «e realistic and workable for botioweis, and wmrk closed wife our 
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bonx)wers during any tunes of financial instability. And ceitaialy, this repayment recoid is a 
tribute to the character of our cushsmers — rural and small towns and cities — who honor Uieir 
debts and realize that th^ have m%ived the best finaiKnng possftte fiom at ^ency that is 
woridng in file field to help fiiem meet some of their most pressing challenges, and serve their 
customers well. 

Thank you, Mr. Chairman and msmbers of the committee. 
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APPENDIX 

RURAL UTILITY SERVICE’S 
WATER AND WASTE DISPOSAL PROGRAMS 

Prior to the USDA’s reorganization in 1995, the Water and Waste Disposal (WWD) programs 
were under the Rural Development Administration and prior to that, the Fanners Home 
Administration. The WWD programs are administered by USDA-Rural Development state and 
local ofBces throughout the country. The Rural Utility Service (RUS) has the authority to make 
both direct and guaranteed WWD loans. This program description is limited to the direct loan 
program, unless noted. 

The purpose of the WWD program is to provide loan and grant funds for water and sewer 
projects serving the most financially needy rural communities. The financial assistance is 
intended to result in reasonable user costs for rural residents, rural businesses, and other users. 
Rural and rural areas include any area not in a city or town with a population in excess of 1 0,000 
inhabitants, according to the latest decennial census of the United States. Facilities financed by 
WWD loans or grants must serve such rural areas. 

F.ligible anolicants . An applicant must he; (1) A public body, such as a municipality, county, 
district, authority, or other political subdivision of a state, territory or commonwealth; (2) An 
organization operated on a not-for-profit basis, such as an association, cooperative, or private 
corporation. The organization must be an association controlled by a local public body or 
bodies, or have a broadly based ownership by or membership of people of the local coirununity; 
or (3) Indian tribes on Federal and State reservations and other Federally recognized Indian 
tribes. 

Eligible facilitie.s . Facilities financed by RUS may be located in non-ruial areas. However, loan 
and grant funds may be used to finance only that portion of the facility serving rural areas, 
regardless of facility location. 

Eligible projects . (1) Projects must serve a rural area which, if the project is completed, it is not 
likely to decline in population below that for which the project was designed. (2) Projects must 
be designed and constructed so that adequate capacity will or can be made available to serve the 
present population of the area to the extent feasible and to serve the reasonably foreseeable 
growth needs of the area to the extent practicable. (3) Projects must be necessary for orderly 
community development and consistent with a current comprehensive community water, waste 
disposal, or other current development plan for the rural area. 

Credit elsewhere. Applicants must certify, and the Agency must then determine and document 
that the tqtplicant is unable to finance the proposed project firom their own resources or through 
commercial credit at reasonable rates and terms. 

I .pgal authority and resnonsihilirv . Each applicant must have or be able to obtain the legal 
authorify necessary for owning, constructing, operating, and maintaining the proposed facility or 
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service and for obtaining, giving security for, and repaying the proposed loan. The applicant 
must be responsible for operating, maintaining, and managing the facility, and providing for its 
continued availability and use at reasonable user rates and charges. This responsibility must be 
exercised by the applicant even though the facility may be operated, maintaine4 or managed by a 
third party under contract or management agreement. 

Economic feasibility . All projects financed must be based on taxes, assessments, income, fees, 
or other satisfectory sources of revenues in an amount sufficient to provide for facility operation 
and maintenance, reasonable reserves, and debt payment. If the primary user of the facility is by 
business and the success or failure of the ftcility is dependent on the business, then the economic 
viability of that business must also be assessed. 

Eligible loan and grant niirrioses . Loan and grant fiinds may be used only for the following 
purposes: 

(a) To construct, enlarge, extend, or otherwise improve rural water, sanitary sewage, solid 
waste disposal, and stonn wastewater disposal facilities. 

0>) To construct or relocate public buildings, roads, bridges, fences, or utilities, and to mrJce 
other public improvements necessary for the successful operation or protection of 
facilties authorized to be financed. 

(c) To relocate private buildings, roads, bridges, fences or utilities, and other private 
improvements necessary for the successful operation or protection of facilities authorized 
to be financed. 

(d) For payment of other utility connection charges as provided in service contracts between 
utility systems. 

(e) When a necessary part of the project relates to those fecilities authorized to be financed, 
the following may be considered: (1) Loan or grant funds may be used for: (i) 

Reasorrable fees and costs such as legal, engineering, administrative services, fiscal 
advisory, recording, environmental analyses and surveys, possible salvage or other 
mitigation measures, planning, establishing or acquiring rights; (ii) Costs of acquiring 
interest in land; rights, such as water rights, leases, permits, rights-of-way; and other 
evidence of land or water control or protection necessary for development of the facility; 
(iii) Purchasing or renting equipment necessary to install, operate, maintain, extend, or 
protect facilities; (iv) Cost of additional applicant labor and other expenses necessary to 
install and extend service; and (v) In unusual cases, the cost for connecting the user to 
the main service line. (2) Only loan funds may be used for (i) Interest incurred during 
construction in conjunction with multiple advances or interest on interim financing; (ii) 
Initial operating expenses, including interest, for a period ordinarily not exceeding one 
year when the applicant is imable to pay such expenses; (iii) The purchase of existing 
facilities when it is necessary either to improve service or prevent the loss of service; (iv) 
Refinancing debts incurred by, or on behalf of, an applicant when all of the following 
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service and for obtaining, giving security for, and repaying the proposed loan. The afqtlicant 
must be responsible for operating, maintaining, and managing the facility, and providing for its 
continued availability and use at reasonable user rates and charge. This responsibility most be 
exercised by the applicant even fliough the facility may be operated, maintained, or managed by a 
third party under contract or management agreement. 

Economic fea-sibilitv . All projects financed must be based on taxes, assessments, income, fees, 
or other satisfactory sour ces of revalues in an amount sufficient to provide for facility operation 
and maintenance, reasonable reserves, and debt payment. If the primary usa of the fecility is by 
business and the success or failure of the fecility is dependent on the business, then the economic 
viability of that business must also be assessed. 

Eligible loan and grant purposes . Loan and grant funds may be used only for the following 
purposes: 

(a) To construct, enlarge, extend, or otherwise improve rural water, sanitary sewage, solid 
waste disposal, and storm wastewater disposal facilities. 

(b) ; To construct or relocate public buildings, roads, bridges, fences, or utilities, and to make 

other public improvements necessary for the successful operation or protection of 
fecilities authorized to be financed. 

(c) To relocate private buildings, roads, bridges, fences or utilities, and other private 
improvements necessary for the successful operation or protection of fecilities authorized 
to be financed. 

(d) For payment of other utility connection charges as provided in service contracts between 
utility systems. 

(e) When a necessary part of the project relates to those facilities authorized to be financed, 
the following may be considered: (1) Loan or grant funds may be used for: (i) 

Reasonable fees and costs such as legal, engmeering, administrative services, fiscal 
advisory, recording, envirxmmental analyses and surveys, possible salvage or otbo: 
mitigation measures, planning, establishing or acquiring rights; (ii) Costs of acquiring 
interest in land; rights, such as water rights, leases, permits, rights-of-way; and other 
evidence of land or water control or protection necessary for development of the facility; 
(iii) Purchasing or renting equipment necessary to install, operate, maintain, extend, or 
protect fecilities; (iv) Cost of additional ^plicant labor and other expenses necessary to 
install and extend service; and (v) In unusual cases, the cost for connecting foe user to 
foe mam smice line. (2) Only loan fimds may be used for: (i) Interest mcurred foiting 
construction iti conjunction with multiple advances or interest on interim fmanciiig; (ii) 
Initiat operating expenses, including interest, for a period ordinarily not exceeding one 
year when the rqrpticam is unable to pay such expenses; (iii) The purchase of existing 
facilities when it is necessary either to improve service or prevent the loss of service; (iv) 
Refinancing debts incurred by, or on behalf of, an a^Iicant when all of foe following 
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conditions exist: (A) The debts being refinanced are a secondary part of the total loan; 
P) The debts were incurred for the fidlity or service being financed or any part thereof; 
and (C) Arrangements cannot be made with the creditors to extend or modify the terms 
of the debts so that a sound basis will exist for making a loan; and (v) Prepayment of 
costs for which RUS grant fluids were obligated. (3) Grant fonds may be used to restore 
loan funds used to prepay grant obligated costs. 

(f) Construction incuired before loan or grant approval. (1) Funds may be used to pay 

obligations for eligible projecf costs.incurred before loan or grant approval if such 
requests are made in writing by the applicant and the Agency determines that; (i) 
Compelling reasons exist for incurring obligations before loan or grant approval; (ii) The 
obligations will be incurred for authorized loan or grant purposes; and (iii) The Agency's 
authorization to pay such obligations is on the condition that it is not committed to make 
the loan or grant; it assumes no responsibility for any obligations incurred by the 
applicant; and the applicant must subsequetUly meet all loan or grant approval 
requirements, including environmental and contracting requirements. (2) If constraction 
is started without Agency approval, post-approval may be considoed, provided the 
construction meets applicable requirements including those regarding approval and 
environmental matters. 

Limitations . 

(a) Loan and grant funds may not be used to finmice: (1) Facilities which are not modest in 
size, design, and cost; (2) Loan or grant finder's fees; (3) The constraction of any new 
combined storm and sanitary sewer facilities; (4) Any portion of the cost of a facility 
which does not serve a rural area; (5) Thsrt: portion of project costs normally provided by 
a business or industrial user, such as wastewater pretreatment, etc.; (6) Rsttal for the use 
of equipment or machinery owned by the applicant; (7) For other purposes not directly 
related to operating and maintenance of the fecility being installed or improved; and (8) 

A judgment which would disqualify ^ applicant for a loan or grant 

(b) Giant funds may not be used to: (1) Reduce user costs to a level less than similar system 
cost; (2) Pay any costs of a project when the median housdtold income of the service 
area is more than 1 00 percent of the non-metropolitan median household income of the 
State; (3) Pay project costs when other loan fimding for the project is not at reasonable 
rates and t«ms; and (4) Pay project costs when other fending is an RUS guaranteed loan. 

(c) Grants may not be made in excess of the following percentages of the RUS eligible 
project development costs. Facilities previously installed will not be considered in 
determining foe development costs. (1) 75 percent when foe median household income of 
foe service area is below foe higher of the poverty line or 80 percent of the state non- 
metropolitan median income and the project is necessary to alleviate a health or sanitary 
problem. (2) 45 percent when the median household income of foe SKvice area exceeds 
foe 80 percent but is not more than 100 percent of the statewide non-metropolitan median 
household income. 
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Security . 

Loans are secured by the best security position practicable in a maimer which adequately protects 
the interest of RUS during the repayment period of the loan. Specific security requirements for 
each loan are included in a ielter of conditions. Security may include: the full faith and credit of 
the borrower when the debt is evidenced by general obligation bonds; pledges of taxes or 
a^^oits; pledges of focility revenue and, when it is the customny financial practice in the 
State, liens will be taken on the interest of the applicant in all Ian4 easements, rights>of-way. 
water rights, water purchase contracts, water sales contracts, sewage treatment contracts, and 
similar pn^serty rights, including leasehold intnests, used or to be used in conneitian with foe 
facility whether owned at foe time the loan is proved or acquired with loan funds; assignments 
of bonrower income; liens on the interest of the tqiplicant in land, easranents, r%hts-of-way, water 
rights, water purchase coMiacts, water sales contracts, sewage treatment contraris and simitar 
property rights, including leasehold interest, used, or to be used in connection with foe facility 
ufoefom'owned at the time foe loan is tqiproved or acquired with loan fimds. 

Rales and terms . Interest rates are set by the Agency for each quarter of the fiscal ymur. The rate 
isihelowerofthe rateinefiect at foe time of loan approval ortheratein effect at foe time of 
loan closing unless the ^licant otherwise chooses. Interest rates charged are one of three 
categories: 

(a) Povctv rale . The poverty interest rate will not exceed S percent. All poverty rate loans 
must comply with foe fellowii^ conditions: (1) The primary puiposeoflhelorm is to 
upgrade existing facilities or construct new faeiliries required to meet applicable health or 
sanitary staiidards; and (2) The median household income of foe service area is below foe 
higher of the poverty line, or 80 percent of the Statewide non-metropolitan median 
housdiold income. 

(b) Inteimedialcrate . The intermediate interest rate is set at foe poverty rate phis one-half of 
the difference between foe poverty rate and the mailiet rate, not to exceed 7 percent per 
aimum. It will q^y to loaiu that do not meet the requirements for the poverty rate and 
for which the mefoan household income of the seivice area is not more than lOO percent 
of the non-metropolitan mediatt housdiold income of foe State. 

(c) Market rale . The market mteresl rate will be set using as guidance foe aiver^e of foe 
Bond Buyer (I I -CO Bond) indrac fiir the four wedcs inior to the first Friday of foe latf 
month before foeb^imiing of the quarter, the market rate wiD rqipty to all loans foat do 
not qualify for a poverty or mtennedide rate. 

Bgawngfi-lHiBs- 

The loan icpayment praiodwitl not exceed foe useful life of the facBify, Slate rtatute m 40 yeara 
form fire date ofthe note or bond, whichever is iess. Whrai necessary, piin»|»Ipayments may 
be defaied in ufoole or in part for a period ordmarily not to exceed 36 months foiling foe dMe 
the first interest imdallraent ra due. 
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Project selection, nriorities . 

When ranking eligible applications for consideration for limited funds,’ Agency officials consider 
the priority items met by each application and the degree to which those priorities are met. 

Points will be awarded for factors such as; low population, health factors, low income, the 
proposed project will merge ownership, management, and operation of smaller facilities 
providing for more efficient management and economical service, the proposed project will 
enlarge, extend, or otherwise modify existing facilities to provide service to additional rural 
areas, applicant is a public body or Indian tribe, amount of joint funding projects that will serve 
Agency-identified target areas, projects that primarily recycle solid waste products thereby 
limiting the need for solid waste disposal, the proposed project will serve an area that has an 
unreliable quality or supply of drinking water. In certain cases the State program official may 
assign up to IS points to a project. The points may be awarded to projects in order to improve 
compatibility and coordination between the RUS's and odier agencies' selection systems, to 
ensure effective RUS fund utilization, and to assist those projects that are the most cost effective. 

Allocation of funds . 

Loan md grant funds are allocated by State. After applying a base which has been the average 
size loan and grant and will in the future be O.OS percent (one half of one percent) of the amounts 
available. The balance of the State allocations are based on a formula that includes rural 
population - 50 percent. State's percentage of national rural population with incomes below the 
poverty level - 25 percent, and the State's percentage of national nonmetropolitan unemployment 
- 25 percent A National reserve of about 10 percent is also established to fund projects on a 
priority basis when the State Rural Development run out of funds. 

For fiscal year 1999, the Water and Waste Disposal budget authority was S645 million, plus a 
supplemental ^ropriation of $30 million. This budget authority will allow us to make loans 
totaling about $730 million and grants of $555 million. 

Project Size . 

Most projects financed with loan and grant funds are small. The average loan the last couple of 
years has been about $830,000 and the average grant about $630,000. On average the RUS 
funding is supplemented with about 20 percent of other funding, including applicant 
contribufions. Last year the largest single loan was $7.3 million and the largest grant about $4.1 
milliotL These amounts are about the same as in recent history. 

Graduation. 

All borrowers must to agree to refinance their loans with commercial credit when they are able to 
do so at reasonable rates and terms. We refer to this as “graduation.” 

Loan Servicing . 

Loans and grants are serviced by the Rural Development State and local office stafK. Loan 
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delinquency has consistently been around 1 praceiit of the borrowers having an amount past due. 
Principal delinquency is about 0.011 percent. And, principal and interest write-offs have been 
about 0,01 percent of the principal loaned since 1940. RUS is very proud of tWs loan collection 
record. It is a reflection of a dedicated staff and the diligence of the rural people that manage and 
operate the facilities financed. 
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Mr. Doolittle. Our next witness is Cynthia C. Dougherty, the 
Director of the Office of Groundwater and Drinking Water within 
the U.S. Environmental Protection Agency. Ms. Dougherty. 

STATEMENT OF CYNTHIA C. DOUGHERTY, DIRECTOR, OFFICE 

OF GROUND WATER AND DRINKING WATER, U.S. ENVIRON- 
MENTAL PROTECTION AGENCY 

Ms. Dougherty. Thank you, Mr. Chairman, for the opportunity 
to testify before you today on Federal financing of rural drinking 
water projects. I’m from EPA’s Office of Groundwater and Drinking 
Water, which oversees implementation of the Safe Drinking Water 
Act. 

Through the Safe Drinking Water Act, the Environmental Pro- 
tection Agency is charged to protect the health of people who drink 
water from public water supplies. Three years ago. President Clin- 
ton signed amendments to the Safe Drinking Water Act, which 
were passed by Congress, that made significant changes to the Act 
to focus it and our work on the greatest risk to human health so 
that America’s drinking water will continue to be of high quality. 

Those 1996 amendments provided a new source of financial as- 
sistance for all public water systems to help pay for the costs of the 
national standards that we would be setting in the future, as well 
as for other drinking water treatment needs. 

Between fiscal years 1997 and 1999, Congress appropriated near- 
ly $2.8 billion for that program, the Drinking Water State Revolv- 
ing Fund. States use these resolving funds with a 20 percent State 
match to provide financial assistance to systems to protect public 
health and ensure compliance with the Safe Drinking Water Act 
objectives. 

The State revolving funds provide low-cost loans to publicly- and 
privately-owned water systems as well as nonprofit, noncommunity 
systems, with repayment terms of up to 20 years. The Nation’s 
public water systems must make significant investments to con- 
tinue to ensure delivery of safe drinking water to their customers 
over time. 

In 1997, EPA’s survey of drinking water infrastructure needs 
concluded that more than $138 billion will be needed over the next 
20 years to fund necessary drinking water treatment improve- 
ments, including $37 billion for systems serving fewer than 3,300 
people. This treatment need is large because of the size of the 
drinking water universe. There are 55,000 community water sys- 
tems, serving 250 million Americans. The vast majority of these 
systems serve fewer than 3,300 people. These approximately 46,000 
small community water systems provide water to 25 million people 
in both rural and suburban America. 

The drinking water SRF was created to address drinking water 
quality needs. States determine which projects are funded within 
their State by using a priority system which ranks projects pri- 
marily based on three criteria — the risks to human health, the ne- 
cessity of the project to ensure compliance with the Safe Drinking 
Water Act, and the economic needs of the system. 

Eli^ble projects include expenditures to upgrade or replace 
drinking water treatment infrastructure, treated water distribution 
or storage facilities, and system consolidation. States are prohibited 
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from providing loans to finance growth, dams and most reservoirs 
and water rights. 

EPA is committed to ensuring that all Americans served by regu- 
lated water systems receive the public health protection benefits 
envisioned in the Safe Drinking Water Act. EPA fully supports fi- 
nancing of drinking water treatment projects for smaller and rural 
systems to address public health concerns, since many of the sys- 
tems in greatest needs are small water systems. 

States have made funding small water systems projects a pri- 
ority. As of the beginning of July, 1999, States have made 637 
loans — we’re actually a much younger program since we’ve only 
been in place 3 years — 637 loans totalling $1.3 billion to eligible 
water systems for drinking water projects. More than 3/4 or 497 of 
these loans went to small systems. 

While the Safe Drinking Water Act requires that at least 15 per- 
cent of the funds be made available to small systems. States have 
provided almost 41 percent of the funds loaned to date to small sys- 
tems. This is particularly notable because many States have found 
these loans can take a significant amount of administrative assist- 
ance to finance. 

EPA also recognizes the need to coordinate with other agencies 
to better serve rural America. EPA has worked with other funding 
agencies, including the Rural Utility Service and HDD’s community 
development block grant program, to coordinate activities to ad- 
dress small systems’ needs. In 1997, the three agencies issued a 
joint memorandum to foster cooperation among our agencies as we 
administer our grant and loan programs and to encourage State 
administrators of our programs to do the same. 

This coordination is taking place at the State level. In Wash- 
ington State, nine projects from the first round of drinking water 
SRF applications were cofunded from various sources including 
RUS, CDBG and the State Public Works Trust Fund. Several 
States, including Oregon and Arizona, have developed one-stop 
meetings that bring funding agencies together in one place with ap- 
plicants for funding. We will continue to work with rural funding 
organizations at the Federal and State level to provide coordinated 
assistance to rural water systems. 

Separate from the drinking water SRF, some communities, small 
and large, have sought financial assistance for water and waste- 
water projects as line items in EPA’s budget. EPA is responsible 
for managing grants to these projects which are administered as di- 
rect grants with a 45 percent cost share by the grant recipient. 

EPA remains concerned that the funding of these projects under- 
mines the authority of States, as established by Congress in cre- 
ating both the drinking water and clean water SRF programs — to 
decide which projects will provide the greatest public health and 
water quality benefits, and to fund those projects that the State de- 
termines, under statutory criteria, represent the greatest public 
health, environmental and economic need priorities across the 
State as a whole. 

Loans given out through the drinking water SRF address the 
highest priority public health needs of the water systems in each 
State, including those in rural areas. State priority lists are devel- 
oped through a responsive public process which allows citizens 
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within the State to participate in deciding on public health prior- 
ities. 

EPA and the States are coordinating their drinking water SRF 
funding activities with other agencies to ensure that these priority 
drinking water treatment needs of rural America can be met in the 
most efficient manner possible. 

Thank you. 

Mr. Doolittle. Thank you. 

[The prepared statement of Ms. Dougherty follows:] 

Statement of Cynthia C. Dougherty, Director, Office of Ground Water and 
Drinking Water, U.S. Environmental Protection Agency 

Thank you, Mr. Chairman, for the opportunity to testify before you today on Fed- 
eral financing of rural drinking water projects. I am ^nthia Dougherty, Director 
of the Environmental Protection Agency’s (EPA’s) Office of Ground Water and 
Drinking Water, which oversees implementation of the Safe Drinking Water Act. 

The Safe Drinking Water Act (SDWA) is the principal Federal statute governing 
drinking water quality in the United States. Through the Act, the Environmental 
Protection Agency is charged with protecting the health of persons who drink water 
from public water supplies. EPA works with the States, drinking water suppliers, 
and the public to set health standards for drinking water, and to ensure that these 
standards are met by the public drinking water suppliers, so that the finished, 
treated water will be of high quality. Three years ago President Clinton signed into 
law amendments to the Safe Drinking Water Act, passed by Congress, that focus 
our efforts on the greatest risks to human health. Congress and the Administration 
agreed to make some significant changes in the Act to increase public health protec- 
tion while controlling costs, and EPA and its partners in the drinking water commu- 
nity have spent the last 3 years making those changes a reality. 

The drinking water universe is large — 55,000 community water systems serve 250 
million Americans — and the vast majority of these systems serve fewer than 3,300 
persons. These approximately 46,000 small community water systems provide water 
to 25 million persons in both rural and suburban America. Rural water systems face 
significant challenges as they work to provide safe drinking water, as low population 
densities increase the fixed costs of drinking water distribution while offering a lim- 
ited consumer base to spread out costs. 

EPA is committed to ensuring that all Americans served by regulated water sys- 
tems, regardless of the size of their water system or their location, receive the public 
health protection benefits envisioned in the SDWA. The nation’s public water sys- 
tems must make significant infrastructure investments to continue to ensure the de- 
livery of safe drinking water to their consumers. A 1997 EPA survey of drinking 
water needs identified that more than $138 billion will be needed over the next 20 
years to fund necessary infrastructure improvements, including $37 billion for sys- 
tems serving fewer than 3,300 persons. Historically, many water systems, particu- 
larly small systems, found it difficult to obtain affordable financing for those infra- 
structure improvements. 

The Administration and Congress worked to address the needs of rural drinking 
water systems in the 1996 Amendments to the SDWA through technical assistance, 
flexibility in Federal requirements, and funding. The SDWA Amendments provided 
a new source of financial assistance for public water systems to address public 
health protection needs. Between fiscal years 1997 and 1999, Congress appropriated 
nearly $2.8 billion through the Drinking Water State Revolving Fund (DWSRF) for 
States and Tribes to address their drinking water needs. States are required to pro- 
vide a 20 percent match on DWSRF grants they receive. States use the funds re- 
ceived from EPA grants to capitalize their own drinking water revolving funds and 
finance other activities that support drinking water protection. States then use 
these revolving funds to provide financial assistance to systems to protect public 
health and ensure compliance with SDWA objectives. The State revolving funds pro- 
vide low-cost loans to publicly and privately owned water systems, as well as non- 
profit non-community ones, with repayment terms of up to 20 years. Interest rates 
on loans can be at, or below, market interest rates. 

A recognition of the special needs facing small systems is the SDWA requirement 
that States target a minimum of 15 percent of the funds available to provide sys- 
tems serving under 10,000 persons with financial assistance. Also, for many rural 
communities, even the low interest rate for loans available through the DWSRF 
may be too high to make loans affordable. To help address this challenge, a State 
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has the option of providing additional subsidies, including forgiveness of principal, 
to systems that meet the State’s definition of “disadvantaged.” “Disadvantaged” sys- 
tems can also receive extended loan repayment terms of up to 30 years. 

EPA fully supports the financing of small drinking water projects to address pub- 
lic health concerns through the DWSRF, since many of the systems in greatest need 
are small water systems. States have made funding small water system projects a 
priority. As of the be^nning of July 1999, States’ revolving funds had made 637 
loans totaling $1.3 billion dollars to eligible water systems for drinking water 
projects. More than three-quarters (497) of these loans went to small systems. While 
the SDWA requires that 15 percent of the funds be made available to small systems. 
States have provided almost 41 percent of the funds available to small systems. This 
is particularly notable because many States have found that these loans can take 
a significant amount of administrative assistance to finalize. 

EPA has worked with other funding agencies, including the Rural Utilities Service 
(RUS) and the Department of Housing and Urban Development Community Devel- 
opment Block Grant (CDBG) Program, to coordinate activities and to address rural 
systems’ needs. In 1997, EPA, RUS, and HUD issued a joint memorandum to foster 
cooperation between the agencies as they administer their grant and loan programs, 
and to encourage State administrators of our programs to do the same. This coordi- 
nation is taking place. In Washington, nine projects from the first round of DWSRF 
applications were co-funded from various sources, including RUS, CDBG, and the 
State Public Works Trust Fund. In Maine, monthly meetings are held between the 
State staff administering DWSRF, CDBG and RUS funds to identify projects and 
optimize use of funds. Several States, including Oregon and Arizona, have developed 
one-stop meetings that bring funding agencies together in one place with potential 
applicants for funding. We will continue to work with rural funding organizations 
at the Federal and State level to provide coordinated assistance to rural water sys- 
tems. The Department of Commerce advises us that, through its Economic Develop- 
ment Administration, it also provides financial assistance to rural communities to 
improve their water supply systems. 

Examples of projects that have been funded include $36,000 to the city of Mitch- 
ell, Oregon to make improvements in its chlorination system in response to colifom 
bacteria contamination, and $1,030,000 to the city of South Bend to fund construc- 
tion of a new membrane treatment facility. In addition, the Bangor [Maine] Water 
District used a $556,000 loan through a DWSRF set-aside to purchase 725 acres of 
land in the direct watershed of Floods Pond, the District’s source of water, which 
will add protection from microbial contamination. 

The DWSRF was created to address drinking water quality needs. States deter- 
mine which projects are funded by using a system that ranks projects, giving pri- 
ority to those projects that: address the most serious risk to human health, are nec- 
essary to ensure compliance with the requirements of the SDWA, and assist systems 
most in need on a per household basis. Eligible projects include expenditures to up- 
grade or replace drinking water infrastructure, treated water distribution or storage 
facilities, planning and design, and system consolidation. States are prohibited from 
providing loans to finance growth, economic development, dams, and most reservoirs 
and water rights. 

States also have the option of setting aside funds from their DWSRF grants to 
support a number of SDWA priority initiatives including capacity development, op- 
erator certification, and source water protection. All of these activities can help 
water systems, including small rural systems, improve their ability to provide public 
health protection. One of the set-asides is specifically targeted to benefit small sys- 
tems. This set-aside, which provides funding for technical assistance for small sys- 
tems, has been popular among States, which reserved 1.6 percent (of a maximum 
2 percent) of FY 1997 grants or $20.2 million to conduct activities. States that have 
received FY 1998 funds have reserved approximately the same percentage of their 
grants for this particular set-aside. 

Some communities, small and large, have sought financial assistance for water 
projects as line items in EPA’s budget. EPA is responsible for managing grants to 
these projects which are administered as direct grants with a 45 percent cost share 
by the grant recipient. EPA remains concerned that the funding of these projects 
undermines the authority of States — as established by Congress in creating the 
DWSRF (and the Clean Water State Revolving Fund under the Clean Water Act) — 
to decide which projects will provide the greatest public health and water quality 
benefits, and to fund those projects that the State determines to fund, in accordance 
with the applicable statutory criteria. 

Loans given out through the DWSRF address the highest priority public health 
needs of water systems in each State, including those in rural areas. State priority 
lists are developed through a responsive public process which allows citizens within 
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the State to participate in deciding on public health priorities. The Administration 
and Congress intended for the DWSRF to be the primary vehicle to fund drinking 
water treatment improvements, and EPA supports assistance to rural water sys- 
tems under the DWSRF. 

This concludes my prepared remarks. I would be happy to address your questions 
at this time. 

Mr. Doolittle. Commissioner, why isn’t the Bureau part of the 
April ’97 joint memorandum between HUD, EPA and RUS to in- 
volve coordination amongst the agencies involved in funding or pro- 
viding technical assistance for rural water projects? 

Mr. Martinez. Mr. Chairman, if I may, let me try to place this 
in context. There’s no question that there’s a multitude of rural 
water systems all over the west. Some are small, some are larger 
than others. 

For the most part, these systems access a local water supply 
that, for most purposes, is adequate for drinking standards. They 
need assistance either to enlarge the system or if they’ve got some 
local groundwater problems they take care of these issues, and 
probably that’s what these programs and these other agencies, are 
geared to help with. 

But the projects that have been coming before the Bureau of Rec- 
lamation, at least the while I’ve been commissioner of Reclamation, 
are these projects that are much larger in scope. These are projects 
that are taking water from one location, where it’s available in 
quantity and quality, and moving it across large distances and 
tying together existing rural systems where water quality is lack- 
ing or inadequate into a much larger component. 

And if you look at what’s before you, it’s these large infrastruc- 
ture systems that are coming before this Subcommittee. It’s not the 
small rural systems that are trying to improve their pipelines and 
so forth. 

So I think that, from that perspective. Reclamation has never 
been in this business of helping these small rural water projects 
and probably it’s appropriate that they didn’t join this memo- 
randum, which I wasn’t even aware existed. But, at any rate, these 
projects that have been funded by Congress or that the Bureau of 
Reclamation has become involved in are not what I would consider 
the small rural water projects but rather they are combining these 
projects into much larger systems. 

The Bureau of Reclamation’s history on developing projects that 
deliver water for municipal, industrial needs has always been, 
under Reclamation law, reimbursable with interest. Basically that 
follows our position that any of these projects that are funded 
through Bureau of Reclamation should follow Reclamation law and 
should be reimbursed at 100 percent with interest. 

Notwithstanding that. Congress in the last few years has ap- 
proved legislation and the Bureau of Reclamation today is helping 
build projects in North and South Dakota and in Montana for these 
large regional systems. I am aware of at least two projects being 
proposed or in the pipeline in the State of New Mexico. So the 
issue is, is there a Federal role in building these systems that are 
not addressed by these other programs and, if so, which Federal 
agency or agencies should be responsible and how should they be 
financed? 
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So, you know, maybe I’m going a bit overboard, but I’m trying 
to sort of isolate the differences in the systems and the issues that 
are before this Subcommittee with respect to the proposals that 
have come before you in the last 2 or 3 years. 

That’s a long answer to — maybe it wasn’t a direct answer to your 
question, but I sort of wanted to set the tone for what I believe 
could help the Subcommittee in its deliberations. 

Mr. Doolittle. Well, I think you’ve crystallized the issue very 
well. And in a minute I would like you to express what you think 
is the right thing to do on this, since it’s obviously, for the people 
that live in these areas, it is a problem. But, you know, is there 
a Federal role, and if there is, what is it, and how much it would 
be? 

Let me just ask you if you could, with your staff, to look at that 
memorandum, perhaps, and maybe you can send word after you 
further consider the issue, if you think there might — does BOR — 
does it make sense to have them be part of that memorandum? 

Mr. Martinez. I will do that. 

Mr. Doolittle. Okay. Now, I know the yellow light is there. You 
posed those questions very articulately. What do you think the an- 
swers ought to be? 

Mr. Martinez. Well, let me just share some thoughts with you. 
I think that there’s no question that there should be a Federal role, 
and there is a Federal role. Congress has spoken with respect to 
its funding of programs for both the rural, small systems and the 
need for these large, interconnecting systems. 

It has already approved six or seven projects that the Bureau of 
Reclamation is engaged with, to the extent of a total cost of $750 
million. The administration has gone on record supporting delivery 
of adequate water supply to the rural communities. The question 
is now, how do we crystallize the resources and the legislation to 
provide this service that apparently is lacking? Because these 
project sponsors are trying to figure out where they need to go. 

Now, the question, how do you finance that? Well, the concern 
I have as the Bureau of Reclamation commissioner, as I expressed 
to you before, is, given our budget resources and the needs for con- 
tinuing to upgrade and maintain our existing facilities, I cannot, 
you know, in all due conscience say here that I support the Bureau 
of Reclamation engaging in these activities in the absence of addi- 
tional resources being brought to the table in terms of additional 
funding. 

On the other hand, I cannot sit here and support that those re- 
sources should be siphoned up from some other program, particu- 
larly if those programs are delivering a need that exists and is 
being utilized by the American public. So I don’t know — there’s no 
easy answer to this, but it appears to me that the Congress and 
the administration, with the resources available to the Federal 
Government or the support of the States, need to put together a 
program for funding reclamation activities like they did back in 
1902. Together we can surely come up with an approach to address 
this issue. 

I would refer you to the other program that the Bureau of Rec- 
lamation is involved in, which is our development of wastewater 
reuse projects. If you recall, the original projects that were funded 
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by Congress were site specific. Then Congress revisited that issue 
a few years ago and redid its wastewater reuse law, set some cri- 
teria, directed the Bureau of Reclamation to set up some criteria, 
which projects they would support and not support and recommend 
to Congress for funding. They set a cap on the amount going to 
each project. 

So I think there’s precedent, and I would defer to you in your 
judgment as to how Congress should react on this issue. 

Mr. Doolittle. Well, thank you. 

Mr. Dooley, I will recognize you for your questions. 

Mr. Dooley. Thank you, Mr. Chairman. 

I guess, just to try to help me frame this issue, is if we look at 
a specific project that’s been proposed, the Lewis and Clark project, 
which I had the chance to review the GAO report that was pre- 
pared on that, and basically my assessment of it is there really is 
not one Federal program out there, any one agency that really is 
authorized to participate in a manner that would I guess lead to 
the construction of or the completion of this project. And would you 
concur with that. Commissioner Martinez? 

Mr. Martinez. That is my understanding, if I recall the testi- 
mony of the project sponsors, is that they tried going to the dif- 
ferent programs and weren’t able to put a project together and had 
come to this Subcommittee and the Bureau of Reclamation because 
they were aware that the Bureau of Reclamation was involved in 
a similar project that the subcommittees had authorized and that 
the Bureau of Reclamation had that expertise for the project in 
question, which we’re talking about these large trunk lines and 
processing facilities. 

Mr. Dooley. I guess, Ms. Dougherty, in terms of the EPA’s in- 
volvement on this, when you have a project like this, which the 
proponents are advocating or arguing that it is one which is critical 
to meeting water quality standards, what is the opportunities for 
EPA’s participation in a project of this nature? 

Ms. Dougherty. I talked to the people who had come to town to 
engage people in the project and both John and I did together — and 
the size of that project dwarfs the money that’s available from the 
drinking water SRF with the three States that would be involved. 
It would take all of their money every year for several years to go 
to that one part of their State, and they wouldn’t be able to deal 
with the needs that they have in other parts of their State. So it 
really overwhelms what’s available at the State level from the 
drinking water SRE. 

The total national DWSRE budget each year is around $800 mil- 
lion, so that project is just very large when you look at that. Some 
of the issues that we were also looking at were drinking water 
standard related and some were drinking water issues that we — 
that related to the specific standards that we have right now. 

Mr. Dooley. I guess have we basically in some ways almost 
made a de facto decision because there isn’t the ability of the local 
participants or the States to finance a significant share of this and 
there’s not the available Federal resources nor the policy that 
would necessarily require Federal participation, that this is just 
one that there’s not a home for? 
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Ms. Dougherty. Not in the program that we have at EPA; be- 
cause of size but also because it goes beyond what we normally 
would be funding. 

Mr. Dooley. Mr. Romano, as far as USDA is concerned, would 
your response be very similar to that? 

Mr. Romano. My response would be very similar. Congressman, 
except that we would tend to look at a project like that as several 
potential phases of projects. We would tend to look at a project like 
that as in cooperation with other agencies; and, as you heard in my 
statement, we’re working more and more closely with other agen- 
cies. We would try to look at the possibility there. 

If a larger project like that was built over several phases to look 
at piece by piece, the communities that could potentially apply for 
our assistance as part of a phase. If it were a community along 
that system — if somehow the wherewithal could be found to de- 
velop the treatment plant and the transmission line or the begin- 
ning of the transmission line, we might be able to help with specific 
communities that were income eligible, that were population eligi- 
ble, along the way. 

In fact, we’ve been doing that with the Southwest Pipeline 
Project in the State of North Dakota, which is part of the bigger 
Garrison Diversion Project. 

Now, you might look at 5 percent of what’s been spent over the 
past 13 years as insignificant, but, you know, as I look at that 
funding, it’s been pretty good gap or linchpin funding along the 
way to make it possible. Apparently, $160 million from various 
public sources have been spent there in various phases over 13 
years. Eight million dollars of that, mostly in grants, but partly in 
loans, have come from our program. We would expect to continue 
to participate with that Southwest Pipeline Project in the future. 

I mentioned our average loan and grant size. Our average loan 
size is $800,000. Occasionally, we do somewhat bigger loans. Last 
year on a pipeline project, well, not out west but in Louisiana, an 
all loan deal, we came in with a loan of around $7 million. It’s a 
couple of phases, but there’s several other financing sources. As I 
recall, we’re slightly over 50 percent of that Project. 

The Shoshone-Bannock Project, it’s not one of these 
macroprojects, if you will, in terms of a couple hundred million dol- 
lars in Idaho, but the projected cost is $15 to $20 million. We look 
at that as a potential three or four phase project with funding from 
us, from IHS, and from EPA. 

Now, if the BOR were involved — and BOR already has, I believe, 
a half million dollars in there for a feasibility study, not the part 
we’ve already funded, which is in the village where things — where 
homes are concentrated but out in the rural areas — BOR already 
has feasibility study money in there. It may be an appropriate role 
for the BOR later if that study shows a feasibility for their pro- 
grams to join the other three funding sources — us, EPA, and IHS — 
to make that four- or five-phase project a two- or three-phase 
project. 

Mr. Dooley. Thank you. 

Mr. Doolittle. Mr. Pombo. 

Mr. Pombo. No questions. 
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Mr. Doolittle. Let me ask you, Mr. Romano, with what you 
know about the various programs and the people you serve, do you 
think the Bureau should be part of that agreement? 

Mr. Romano. The agreement 

Mr. Doolittle. This 1997 joint memorandum involving HUD 
and the ERA and RUS. 

Mr. Romano. Probably, from what I know of their activities and, 
you know, there certainly is the opportunity to amend it. 

Mr. Martinez. Mr. Chairman. 

Mr. Doolittle. Yes, Mr. Martinez. 

Mr. Martinez. If I may, and, again, if I’m wrong. I’ll have the 
record corrected, but because Reclamation has no general authority 
to engage in these kinds of projects, and I’m assuming that these 
two agencies to my left have general authority, they’re working 
under a general authority, under a memorandum, it might be 
somewhat difficult for us, quite frankly, to join into that kind of 
memorandum unless it’s site specific for each of the projects. So 
there might be some problems there. 

And I guess this goes to the question of what is Reclamation’s 
role in this area and what should be the role. To date, we have 
moved forward in these activities with planning efforts directed by 
Congress and authorized, because before we can go into a certain 
level of study we have to have authority and then we have to have 
authority for the specific projects. 

The question that remains is, for Congress and the administra- 
tion to work through, is what should be the appropriate role of the 
Bureau of Reclamation in these activities? Should we have a role 
in terms of no role at all, continue the way things are working, or 
should we become more actively engaged in this initiative? 

Thank you. 

Mr. Doolittle. Well, thank you. 

Let me ask, Ms. Dougherty, what are the estimated costs, if you 
know, for providing a reliable source of drinking water to rural 
communities throughout the rural areas in the United States? Do 
you have a figure for that? 

Ms. Dougherty. I just have a figure for the small systems that 
serve less than 3,300 people, which I assume 

That’s the $37 billion. 

Mr. Doolittle. That’s your policy criteria? 

Ms. Dougherty. That’s the $37 billion, right. 

Mr. Doolittle. How much is it? 

Ms. Dougherty. $37 billion over 20 years, the needs over the 
next 20 years. That doesn’t simply include the costs to comply with 
the Safe Drinking Water Act, but also includes other necessary in- 
frastructure upgrades that people would need to just supply water 
to replace equipment or to replace pipes or to replace storage tow- 
ers. 

Mr. Doolittle. But over 20 years for rural communities or just 
communities. 

Ms. Dougherty. For existing rural public water systems. 

Mr. Doolittle. Of less than 3,300 population. 

Ms. Dougherty. Less than 3,300. 

Mr. Doolittle. $37 billion? 
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Ms. Dougherty. Yes. And we actually have a needs survey, 
which I didn’t bring with me, that we would be happy to provide 
to the Committee. 

Mr. Doolittle. I think that would be useful. 

[The information follows:] 

Mr. Doolittle. Well, what do you think I should tell these peo- 
ple that come to this Subcommittee with these big projects? I 
mean, obviously they have a need, but obviously we don’t — I don’t 
think we have the money to do it in the way, you know, they would 
have us do it. 

I’m kind of looking to the administration to work with us to fig- 
ure out, what people can reasonably expect of this Subcommittee? 
What is the right policy for us to sit down to help people work 
through these problems? Any suggestions? 

Mr. Martinez. Mr. Chairman, here we’re dealing with Bureau of 
Reclamation and the oversight responsibility you have with respect 
to authorization language for Bureau of Reclamation issues. Given 
the budget limitations that the Bureau of Reclamation has and, 
again, given the constraints on our budget based on existing needs, 
I see no other alternative in the Committee than to say, in the ab- 
sence of a unified program. Federal program, it’s very difficult for 
us to fund these projects. That’s a practicality, because you’re going 
to be robbing Peter to pay Paul. 

Mr. Doolittle. Well, we’ve been saying that. Then, the Senate 
passes something out that undermines our position a little bit. 

I do believe the need is legitimate, but I do think we’ve got to 
find a different way to do this. And I appreciate your coming before 
us. 

I want to give Mr. Dooley an opportunity 

Mr. Dooley. No questions. 

Mr. Doolittle. I think what we will do is recess the Committee, 
we will excuse this panel, and thank you very much for coming, 
and ask you to respond expeditiously to supplementary questions 
we put to you. 

And with that, we will excuse the panel. We will recess the Com- 
mittee, and we will come back after this vote. 

[Recess.] 

Mr. Doolittle. Well, the Subcommittee will reconvene. We have 
Panel II, and we will ask our members of the panel — let’s see, we 
don’t have — it was a rather long break; we had several votes. I 
think we will just begin with the two witnesses we have and pick 
up our third one when she arrives. 

Let me ask, please, you two if you will rise and raise your right 
hands. 

[Witnesses sworn.] 

Mr. Doolittle. Thank you. Each answered affirmatively. We are 
very happy to have you here, and we will recognize, as our first 
witness, the Associate Director of Energy Resources and Science 
Issues Resources — these are long titles — within the Community 
and Economic Development Division of the General Accounting Of- 
fice. That is Ms. Susan Kladiva. 
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STATEMENT OF SUSAN KLADIVA, ASSOCIATE DIRECTOR, EN- 
ERGY RESOURCES, AND SCIENCE ISSUES RESOURCES, COM- 
MUNITY AND ECONOMIC DEVELOPMENT DIVISION, GEN- 
ERAL ACCOUNTING OFFICE 

Ms. Kladiva. Thank you, Mr. Chairman. In your request for us 
to testify, you asked that we address questions on the funding of 
rural water projects based on the work that we have been doing for 
the Subcommittee. 

As you know, we have been working on the Lewis and Clark 
rural water projects as a case study. In that connection, we have 
reviewed issues concerning the relative benefits and certain alter- 
natives that you recommended for financing the project. 

The Lewis and Clark project is a proposed solution to insufficient 
amounts of good water quality near the junction of South Dakota, 
Minnesota, and Iowa. The project would divert and treat up to 23.5 
million gallons daily of Missouri River water that would be piped 
to 22 cities and rural communities throughout the area. The cost 
of the project in 1993 dollars is estimated to be at about $283 mil- 
lion, and the proposed legislation provides a formula for Federal 
and non-Federal sharing of planning and construction costs under 
which the Federal Government would be responsible for a grant of 
about $193 million. 

In May of last year, we testified before you that the Lewis and 
Clark project would meet some of the criteria of the USDA and 
EPA rural water programs, but not key criteria relating to the pop- 
ulation of the service area, economic feasibility and priority. Fur- 
ther, its dependence on grants is inconsistent with BOR’s long- 
standing policy of having water users repay 100 percent of costs of 
projects. 

While officials of USDA, EPA and BOR said that they believed 
that the Lewis and Clark project is worthwhile and needed by the 
communities it would serve, its biggest limitation is its high cost 
relative to their agencies’ funding availability. 

Today we will provide further testimony on Lewis and Clark. My 
statement will summarize the results of a report that we issued to 
you in May of this year, discussing the benefit that could result 
from the project, who would receive them and how they are valued. 

Potential benefits fall into three categories: societal, economic 
and fiscal. 

Societal benefits consist of improvements in the health and safe- 
ty and life-style of residents. Economic benefits include increases in 
the regional output of goods and services or transfer of economic 
activity into the Lewis and Clark service area from outside the re- 
gion. Fiscal benefits are net increases in government revenues, 
such as sales and property taxes that result from an increase in 
economic activity. 

The primary recipients of these benefits would be local water 
users such as households and businesses. They would benefit from 
lower water-related expenditures, as well as higher incomes be- 
cause of increases in local economic activity. 

Local and State governments would be the beneficiaries of any 
increases in sales and income tax revenues. Counties and school 
districts could benefit if there were an increase in property taxes. 
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However, the Federal Government would realize little fiscal benefit 
from the Lewis and Clark project. 

We attempted to quantify the benefits of the project, but found 
that benefits from municipal and industrial water supplies are dif- 
ficult to value. Specifically, societal benefits cannot be monetarily 
measured with reasonable accuracy. Economic benefits are also dif- 
ficult to measure because of the difficulty in attributing increases 
in economic activity directly to changes in the quantity and quality 
of water. 

Despite this difficulty, we believe that increases in the value of 
agricultural goods and services due to Lewis and Clark will be 
minimal at the national level. At the regional level, however, eco- 
nomic benefits should be greater because they include not only the 
increase in the value of regional goods and services, but also the 
transfer of industries into the area from outside the region. 

For example, local planners expect that if the project is built, 
food processing and ethanol plants may consider relocating to the 
Lewis and Clark service area. Because of the difficulty in identi- 
fying and directly attributing changes in economic activity to the 
quantity and quality of water, economists have developed other 
methods that can approximate the value of benefits attributable to 
water projects. One such method is estimating the cost of reason- 
able alternatives that would be avoided if the project is built. 

Individual Lewis and Clark water districts reported that their al- 
ternatives consisted of drilling additional water wells, modifying or 
building treatment plants, and purchasing water from other water 
districts. We estimate that the sum of these alternative costs for 
the Lewis and Clark projects’ 22 member districts ranges between 
$71 million and $81 million. This compares to the 1993 estimate 
of $283 million to build the project, which is about $313 million in 
today’s dollars. 

However, it is important to note that these estimates are min- 
imum value because many of the alternatives would not produce 
the same quality of water as Lewis and Clark and because two dis- 
tricts did not estimate their alternatives. 

In summary, it is apparent that the Lewis and Clark Rural 
Water Project poses a dilemma. It is deemed to be a worthwhile 
project that is needed to improve drinking water supplies that are 
low in quantity and quality, yet its benefits will be minimal at the 
national level and existing Federal rural water assistance pro- 
grams are not funded at levels to accommodate such large projects. 

It is timely therefore, Mr. Chairman, that this Subcommittee has 
begun the dialogue to address options for funding rural water 
projects. 

This concludes our prepared statement. We will be pleased to an- 
swer questions. 

Mr. Doolittle. Thank you. 

[The prepared statement of Ms. Kladiva follows:] 
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Mr. Qiairman and Members of fte SubcoiMnittee; 

It is a pleasure to be here to participate in your oversight hearings on rural water project 
funding. In the past year, we have issued two reports that address issues involving rtaral water 
projects. One, issued in May of 1998 to your Senate counterpart, looked at the characteristics of 
a number of proposed rural water projects and compared them with the criteria of a number of 
existing prr^rams for funding assistance.’ One of the projects covered in that report was the 
proposed Lewis and Qark project in South Dakota, Iowa, and Mirmesota The other report was 
issued to you in May of this year.* It focused on the benefits that could be expected from 
constructing a project such as Lewis and aark. 

Specifically, ray statement today will cover (1) federal assistance criteria for rural water projects 
and (2) potential benefits of rural water projects such as Lewis and Clark. 

In summary, regarding federal assistance criteria for rural water projects, our work looked at 
three programs, niese were the Rural Utilities Service program of the Department of 
Agriculture (USDA), the Drinking Water State Revolving Fund of the Environmental Protection 
Agency (EPA), and the Bureau of Reclamation (BOE) of the Department of the Interior. We 
found that the USDA and EPA programs had specific criteria that a proposed water project must 
meet to be considered for funding and that none of the three projects we examined, including 
the Levis and Clark project, had characteristics that met all of the criteria of any one of the 
programs. We further found that while BOR did not have a formal program and, thus, did not 
have formal criteria, it did have a longstanding policy on reimbursement for its contributions to 
projects with which none of the three proposed projects-again including Lewis and Clark-could 
comply. 

Regarding potential benefits of rural water projects, our work, rrsing Lewis and Clark as the 
example, found that the local water users, such as households and business would receive most 
of the benefits of the project , which could include higher personal incomes and improved 
lifestyles. While the federal government would realize only minimal financial benefits, the 

' Rural Water Projects: F ederal Assi stance Criteria (GA(yRCED-98-204R, May 29, IfflS), 

*Rural Water Projects: Identifring the Benefits of the Proposed Lewis and Clark Project 
(GAO/RCED^115, May 28, 1899). 
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pr<aect -would benefit the federal govemaieat to tS* extait ttiat it -will be a means e£ achieving 
public pdicy objectives, 

S&ce the proposed Lewis and Clark Rural Water Hresect was a footo of each of oar reviews, I 
■wouM like to provide some background on that project before d^oibing our findings in greater 
detail. 

Back^otmd 

The project is to address the dual problems of inadeijuate quantifies of water and pow cjaality of 
water. The cost of the project is estimated to be $282.9 million (m 1993 doilars). The 300,000 
people in 14 counties near the junction of South Dakota, Iowa, and Minnesota use groundwater 
as dieh; principal municipal and industrial water source. The 100,000 urban residents of Sioux 
Ms, the tamest elty in foe area, obtain water ftom the city's municipal water system, -wha® 
rorsdie^dente of toe area obtain -water primaiiiy from smaBer rural -water districts. Anumberof 
raia! rodents obtain Uieir own water from private -w^. Good.quality water, however, is in 
short supply in this area. Shallow aquifers, a major source of water in the area, often hold 
insufficient quantities of water for expanding populations and economic activities, and 
qimntities can be limited during times of drou^t. Also, the groundwater commonly obtained 
frmn thrae shsltow aquifers fe vulnerabie to contandnatian frpm nitrates and pratiddes fttan the 
intense agriculture friat is the main economic activity of the area. Groundwater is often plentifiil 
in deeper aquifers, but it is highly nunerabzed and, fous, requires espensive treatment 

Because of the insufficient quality and quantity of water, 22 water districts in the area advocate 
the building of a mq|or municipal water system known as the Lewis and Clark Rural Water 
ftojectwhidi would draw water ftom the Missouri River. TTiese districts are requertii^ 
laudation that -would authorize a federal @5ant to cover the construction the project. The 
proposed ie^lation provides a formula for federal and nonfederal sharing of the costs ixt tWs 
consttuctioa With the exception of the dty of Sioux Falls, the federal government would fond 
80 percent of the costs for ttie project’s planning and construcUorr, and nonfederal interests 
-would fond the rKiwining 20 pezxsent. Fox the city of Sioux Pali% the federal government smd 
nonfederal iatereste would each provide 50percet4“of the incremental eosttothe city of 
parSchiation in the pit^ect” 
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“Incremental cost’ is not defined in the proposed legislation, and there is more thtm one way to 
interpret these words. In our report, we considered the “increniental cost" that would be srtojec* 
to fiOffiO federal finding to be Sioux Ralls* jMoportionate diaie rtf the prtyect’s c^r^ital rmsto 
based on its water demand as cited in the project’s feasibil^ stody. This pn^ortionate share is 
4^6 permit of toe $2^9 milUim project’s total cost less a small amount (aboitt $8.5 nUlUon), 
which we interpret the terleral government would for envhonmental enharutements. Hence, 
we estiroated toe cost shares as follows: The federal government would be resprmsiMefrM' 
$192.9 mUon, or 68 percerU; Sioux Fills' nonfedeial cost share woidd be $St5 millhni, rar 21 
percent; and the other than Sioux Falls’ nonfedera] cost share would be $31.5 million, or 1 1 
percent. 

Hie Bureau of Reclamatibn concurred that our interpretation of incremental costs is reasonable 
but pcanted out thrd other interpretations may exist According to the ExecuUve Director of the 
lewis, mid Clark Bural Water System, for example, the project’s sponsors interpret the 
Incrmnental a>A to the city of participatioii in toe project” as the amount of savings that woitfd 
be realized if Soux Falls was dropped horn the project Hut is, the sponsors equate 
increiuenlal costto an estimated savings from down^zing toe pipelines, treatment plant and 
wdls to account for water that no longer would be delivered to Sioux Falls. They bdieve that 
tois savings would be $55.2 millitHi and that the nonfederal cost share for Sioux Falls would be 
50 percent of this amount or $27.6 million. 

Fimieet Cluxactettetiics Do Not Meet Some Criteria for Fartiripation in Selected 
Federal Frograns 

We identified a number of elements from laws, regulations, and policies bom USDA, BPA, and 
BOB toat constitute the criteria that proposed rural water projects must meet, U^Ahprogrmn 
has direct criteria for participation. EPA-iriiich provides giants to the states tost must in turn, 
develop toeir own plans and policies for partidpation-estabUshes minimvim tequitenwnts for 
thiue plans wdiich constitute applicable criteria. BOR, which has no formal progtmn for rural 
water projects, does have a Icmg-standing policy on ftdl reiroboiseinent for its contributicnis to 
toe local pnymits it funds. It has concentrated its activities in toe 17 western Mikes that 
eoiriitute its %rvice area. 
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Hie characteristics of the Lcvpis aiul Clark project meet some but not aU of file crit^ia of the 
three agencies. Ihe project does not meet some of USDA’s criteria in that it indudesa city 
(Sioirs Falls) with a population exceeding the definition of a niral area as a locatitm with fewer 
than 1^000 people. Urns, only tim rural cmnponent (ri the Lewis and Clark project would meet 
the criterion. The project a^ does not meet the criterion for economie f^dUii^ fixe 
rep^ment in that it envisions federal fimding through grants ofSO percent of the design and 
construction costs (50 percent for the Sioux Falls compraient). This amount exceeds tiie USDA 
prt^ram’s maximum grant limttation of 75 percent <d eligible prefect costs. 

The project dso does not meet some ofthe criteria of the SPA pn^ram. For example, it does 
not meet the ecemonUe feasibility requirement for the stale loan progriun in that it dqtends on 
giants to cover 80 percent (^ percmit for the Sioux Falteconqxment) rather titan a kon. b 
addition, the indusion of an entity with more than 10,000 petgde would esU bto questitm the 
project’s qtplicabiU^ for the pertitm of the BPA’s state grant moneys that states are to use for 
projects with populations under 10,000. 

Similariy, the project's dependence on giants fe incmisistent with SOS's Iimgstanding policy of 
having water users repay 100 percent of the costs of projects, b additiim, 2 of the 3 stales 
involved b that project— Iowa and Minnesota— are not among the 17 weslein states titat 
constitute BOIFs service area. 

Nature of Hie BcaeBtaiHtlie 
Lewie and Clark Hnral Water Predeet 

The benefits associated with a niiai municipal and industrial water irroject audi as the Lewis 
mid Clark prtgect are a lesidt of increases ra both the quantiW and quality of water. These 
bmieOts can generally be cate^mized as (1) societal bmiefits, ecoBomte bmefits, and (3) 

fiscal bmiefits. 

The societal boiefits bdude b^ravemenls b the healtii, safety, and fifeslyld served 

bttimpRQeet HealttiiiiqprovmmitscoiiidiesiiHfixiaitiieLewisandClaApt#GtliecaBseaF 
the inquuvedqpdily of the wafer. For cxaiiq>]e,EPA’sicseardi reveals that a ledoctfimb 
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sulfate concentration in a community's drinkii^ water could result in fewer gastrointestinal 
illnesses and that reductirais in lutade concentrations in drinking water could result in fewer 
infants being at risk of serious illness or death. The project could improve safety in the region 
by making more water available for fighting fires in the smaller communities. Lifestyle 
improvements could result fiom a better quality of water being available for drinking, bathing, 
and washii^ clothes or more water being available for landscaping. Hie societal benefits also 
include contributing to the federal government’s efforts to pursue its goal of fiirfheting economic 
development in rural America. 

'The economic benefits are increases in the economic value of the national m: regional output of ■ 
the goods and services produced as a result of increases in the quantity or quality of water. The 
Itewls and Clark prqject could have an impact on hog and cattle production, milk production, 
and other agricultural products made from soybeans, com, and eggs that are proc^sed by local 
Idants. For example, termers have reported increased weight gaitts in hogs whai rural areas 
have svatched to water havirtg lower sulfates and hardness.. Similatly, dairy termers have 
attributed increased milk yields to better quality water. Although the water fixim the Lewis and 
Clark prefect will not be used for irrigation, community officials stated that an increased 
availably of water could provide opportunities for the economic development of industries 
vdiose processes require large amounts of water, such as ethanol plants and food procesring 
plants, in the Lewis and (3ark service area. In addition, the improved quality of the water would 
increase the longevity <rf water heaters, water softeners, and other appliances by reducing 
mineral deposits and thei^ry saving residents repair and r^lacement costs. 

The fiscal benefits are net increases in government revenues that result from an increase in 
ecoiKsnic activity. Proposed construction projects such as the Lewfe and Clark project would 
have an impact rat fiscal revenues. Should the Lewis and Qark project be built, Increased sales 
tax revenues could result ftom an increase In economic activi^, and increased income tax 
revenues could result flrom the higher earnings associated with this economic growth, 
parricidaily in the agricultural sector. Increasesinthequantityandqualityofwatercoiddlead 
to increases in property values, which in tom could increase proper^ tax rmienues. However, 
the net fiscal benefit to the various levels of government would depend also oti the inqiact of the 
prqject on various government expenditures, including increases in infiastructure spendk^ or 
inemses in goviaiHneitt (Hdlays to meet increased demands for goverrsnent services. 
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Beneficiaries of file Lewis and Clark Knral Water Project 

The local water users, such as households and businesses, would receive most trf the benefits 
firom the Lewis and Clark project. Thus, the projects 22 member districts would not benefit 
directly because, as nonprofit water provideis, they fimcfion as flieir customera* agents in 
obtaining water and deliver water to users at or near cost The benefits accruing to local n^er 
users could include (1) higher personal income resulting fiom the increase in economic 
activities; (2) decreased costs for replacing water heaters, maintaining water softeners, and 
servicing other appliances; and (3) societal benefits, such as improved health and llfes^les. 

State and local governments would benefit primarily fiom the increases in fax revenues resulting 
fiom an anticipated increase in the production and sales of goods and services. State and local 
governments could also benefit fitom increased sales and income taxes generated from file 
construction activities of the Lewis and Clark project County governments and school districts 
could be the beneficiaries of increased property tax revenues. 

The federal government would realize onhi minimal financial benefits from the Lewis and Clark 
project Increases in federal income tax revenues resuhing ftom increased econcnnic activilies 
attribtttabletotheproject would likely be minimal. However, the project would benefit file 
federal government to the extent that it will be a means of achieving such objectives as meeting 
federal drinking water standards, improving the qualify of rural life, and investing in the 
infiastnicture of rural America. 

Bow Benefits From the Lewis and Clark Bural Water Project Are Valued 

The societal benefits, such as meeting federal drinking water standards, inq)rDvements in health 
smd lifestyle, and investing in the development of the infiastnicture of rural America, caiuM be 
measured monetarily vdfii reasonable accuracy. For example, water experts we interviewed 
iftated that imiTOved public health is a nujor benefit, but the ben^t is dUBcult to raeasnre. 
hiqiiovemeiits in health were also cited by district representatives as a ffl^or benefit (tf the 
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Lewis and Clark project. However, neither the reduction in illnesses nor the subsequent 
reduction in health care costs that mi^t be attributable to better quality water can be valued 
with precision. 

Similarly, it is not possible to accurately assign a monetary value to an improved lifestyle 
attributed to better quality water. However, the Congress has recognized the long-standing need 
to improve the quality of water in raral America. For example, the Rural Utility Service, through 
its wster and wastewater loan and grant program, has helped ftind almost 17,000 w^er and 
sewer projects serving more than 12,500 rural communities in the last 80 years. Also, the 
objective of EPA’s Drinking Water State Revolving Loan Fund program is to ensure that die 
nation’s drinking water supplies remain safe and affordable.’ 

Hie economie benefits of water prqjects such as the Lewis and Clark project are, for the most 
part, difficult to quanti^ because of the difficulty in attributing with any precision an increase in 
economic activity directly to an increase in water. Water is rarely the sole factor responsible for 
economic change, but water can facilitate economic expansion. For example, hog farmers are 
unlikely to decide to raise more hogs based solely on the availability of better quality water, 
bistead, they are also likely to consider the cost of feed, the amount of available space in their 
sheds, and the market demand as reflected in the price paid for their product by 
slaughtethouses. 

Despite the difficulty of measuring the economic benefits, increases in the value of the output of 
goods and services resulting from the Lewis and Clmk project can be viewed firom either the 
natiortal or regional perspective. Although both perspectives are measures of changes in the 
value of goods and services produced, the regional benefits could be significantly different firom 
the national benefits because regional benefits capture the transfer of economic activities into 
the project’s service area fixim outside the regirm. Regional transfers will result in no net 
national benefits. 

’Tile Safe Drirddng Water Act Amendments of 1996 (P.L. 104-182, sec. 130) authorized a Drinking 
Water State Revolving Loan Fund to help public water systems firuurce the infiaslructore needed 
to achieve or mmntain compliance with the act’s requirements and to promote public healtti 
protection olgectives. Section 1452 authorizes the Administrator of EPA to make grants to 
states to capitalize drinking water state revolving loan funds, which in tom can provide low-cost 
loans and other types of assistairce to eligible water systems. 
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At the national level, we believe the increases in the value of goods and services due to the Lewis 
and Clark project would be minirnaL Increases in the output of goods Mtd services do not 
necessarily result in an increase in their value. For example, hog production, one of the m^or 
industries in the tristate area, was initially expected to increase locally because of anticqrated 
improvements to the qiiantily and quality of water. However, producHon exceeded the demarri 
of slau^terhouses in 1998, resulting in plummeting prices. Ihe hog price to December 19^ was 
$1470 par 100 pounds, down from an average price of 453.90 to 1997. Staularly, the December 
1998 beef cattle price of $55.80 per 100 pounds was down from an aemrage price of $63. 10 to 
1997, resulting In lower incomes. 

Fiam the regional per^rective, however, the economic bcncGts of water projects are greater. 

The regional benefits reflect not only the increase to value of the goods and services produced in 
toe region but also the regional economy’s gain from transfers of todusteies into the area. For 
example, local planners expect that on completion of the Lewis ami Clark project, food 
processing and ethanol plants may relocate to ther re^tm. 

Because of the dlfiiculty of identifying and directly attributing changes in economic activiti^ to 
fire quantity and quality of water, analysts have developed other methods that, for the most part, 
can approximate the value of benefits accruing from a water prcject. One method, called a 
wilUngness-to-paj' study, surveys water usos and asks them how much they are willtog to pty 
for an increase in the quality and quantity of their water. BOR analyzed a survey conducted by 
the Lewis and Clark project's ^totisors in 1992 and estimated that residents in the project’s 
service area were only willing to pay an additional $3.34 million per year to ensure a safe and 
reliable fttture water supply. Over the 40-year life expectancy of the Lewis and Gark project, 
this amounts to about $87 million in 1998 dollars.' As a result, BOR concluded that from a purely 
economic standpoint, the Lewto and Clark project does not pay fear its^ since Ihe cost cd the 
proposed project is $2^.9 minion to 1993 dtdlars. However, if the project is requiied to meet 
fritnre water quality standards or sdve reliability protoems that must be dealt with r^aixS^ of 
cost, KIR mmcladed that the Lewis and Gark project may be the most co^-eSective w^ to 
read) siKdt goals. Moreover, economists that we contacted said that figures repeuted tor . 


'Discounted at 3 percent 
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respondents in willingness-to-pay studies underestimate total benefits because respondents 
m^ fear that their water bills would be increased by the amounts they report 

Another method used by economists in estimating the value of a water prefect’s benefits 
consists of estimating the cost of reasonable alternatives that would be avoided if the project is 
built b other words, how much the beneficiaries ate willing to pay for an altemati^ water 
system provides an estimate the value they would place on the benefits they expect to receive 

ftom the increase in the quality and quantitir of their water. At the water district level, this cost 
represents the wdue of the project's benefits to all water users in the district, including 
households, farms, and businesses. This method can approximate the value of benefits if the 
alternative will produce the same quantity and quality of water as the proposed project 

To that end, we asked the 22 individual water districts to identify and estimate the cost of 
reasonable altematirms that would be avoided if the Lewis and Clark project is built ^ason^le 
alternatives for the water districts in the project's service area include drilling additional wells, 
modifying or building treatment plants, and purchasing water fiem other water districts. A 
summary of these alternatives and their individual costs appears in appendix I 

We estimate that the sum of tiiese altemaUve costs for Lewis and Clark members ranges 
between about $71 million and $81 million in 19^ dollars. However, these figures ^ould be 
considered minimum values because many alternatives would not produce the same qualify of 
water as the Lewis and Clark project and because two districis did not estimate tire cost of their 
alternatives. In addition, only 5 of 16 alternatives that would require large capital investments 
were based on detailed written cost estimates or ertgineeriitg studies, so several of the verbal 
estimates we obtaiired may lack accuracy. 

The net fiscal benefits attributable to the Lewis and dark project would depend laigely on 
changes in the economic activities in the region as well as on changes in the governments' 
outlay for services and infrastructure. BOR estimated the tax revenues increases et^etted 
from the construction activities of the Lewis and Clark project to be stiiout $16.5 miUiim in 1992 
dollars. Its estimate included the excise, fuel, sales, and income taxes expected to be collected 
by Soufii Dakota, Iowa, and Minnesota from tiie contractors and laborers. However, the 
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estimate not incinde increases in tax revenues anticipated fixm an increase in regional 

econranic activities. 


Mr. Otaiiman, this concludes unprepared statement We-mBbej^easedtoresptmdto 
que^ionsyou or Membets of the Subcommittee have. 


Contaet and iAdmcniriedeements 

fim tatherinfonnatioitiidease contact SvaanD.KIadivB at (202) 512-3481. badividuate making 
keir ctHitiibnttomt to tills testinxmy induded Arleen Allenuui, Ronidd M.'Bclal^ &ndlhitimwqr, 
Melnsad Nadp. Rwkdfo Q. Fagran, Doreoi Feldman, and Kathleen Qilhooly. 
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Required Information Under House Rules 

The Heritage Foundation is a public poKcy, research, and educational organization 
opsating undw Section 501(C)(3). It is privately supported, and receives no fiords from any 
government at any level, nor does it perform any government or other contract work. 

The Heritage Foundation is the most broadly supported think tank in the United 
States. During 1 998, it had more than 203,000 individual, foundation, and coiporate 
supportes representing every state in the U.S. Its 1998 contributions came from the 


following sonmes: 

Government 0% 

Individuals 60.5 % 

Foundations 26.2 % 

Corporations 3.7 % 

Investment income 63% 

Publication Sales and Other 3.2% 


No corporation provided The Heritage Foundation with more than 0.7% of its 1998 
annual income. The top five corporate ^vera provided The Heritage Foundation wifo less 
foan 1.8% of its 1998 income. ITie Heritage Foundation’s books are audited annually by the 
national accounting firms of Deloitte & Touche. A list of major donors is available from 
The Heritage Foundation upon request. 

Members of The Heritage Foundation staff testify as individuals discussing flieir own 
independent research. Hie views expressed are their own, and do not reflect an institutional 
position for The Heritage Foundation or its board of trustees. 
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Mr. Doolittle. Our next witness is the Executive Director of the 
Midwest Electric Consumers Association, Mr. Thomas P. Graves. 

Mr. Graves. 

STATEMENT OF THOMAS P. GRAVES, EXECUTIVE DIRECTOR, 
MIDWEST ELECTRIC CONSUMERS ASSOCIATION 

Mr. Graves. Thank you, Mr. Chairman. Mid-West Electric Con- 
sumers Association appreciates the opportunity to come and testify 
before this Subcommittee on rural drinking water systems. 

Mid-West is the regional coalition of consumer-owned electric 
utilities that purchase power generated at Federal dams in the 
Missouri River Basin. Since 1958, Mid-West has represented the 
interests of more than 3 million consumers that depend in part on 
the Pick-Sloan Missouri Basin program for their power supply. 

More than 100 years ago, John Wesley Powell recommended that 
the boundaries of the western States be determined by river basin 
drainages. The scope and vision of the Pick-Sloan Missouri Basin 
program, wittingly or not, followed Powell’s concept. 

The original Pick-Sloan program provided a variety of benefits 
for the region — flood control, navigation, municipal and industrial 
water, irrigation, and, of course, hydropower. Of all the project pur- 
poses, only the hydropower function and municipal and industrial 
water supply pay 100 percent of the costs allocated to that project 
purpose with interest. 

As part of the bargain struck that led to the enactment of the 
Pick-Sloan program, Pick-Sloan’s power users also agreed to shoul- 
der that capital investment in Federal irrigation projects beyond 
the ability of irrigators to repay. This is the only instance where 
hydropower revenues provide financial assistance to another 
project purpose. 

As I noted above, municipal and industrial water users are re- 
sponsible for 100 percent of the capital investment, as well as 
O&M. 

The irrigation support is no small obligation for the power users. 
Currently, Pick-Sloan power users have over $700 million in aid to 
irrigation in their rate base to help repay that capital investment. 
There is another $700 million or so of projects that may yet be au- 
thorized and built, that were envisioned by the original Pick-Sloan 
program. 

The development of rural drinking water systems was not part 
of the original Pick-Sloan plan. In an effort to see that Pick-Sloan 
can meet contemporary needs of the region as well as its historical 
obligations, Mid-West has developed a policy position that recog- 
nizes that the contemporary need of the region is adequate and 
safe supplies of drinking water. We began working with rural 
water systems several years ago to ensure that they could make 
use of some of the seasonal Pick-Sloan power as an important con- 
sideration in the operations of these systems. 

We are committed to the economic well-being of our region, for 
we are not solely hydropower users. We are the ranchers, farmers 
and small businesses of the region. There are, however, limitations 
on how much support hydropower users can provide. 

First, Pick-Sloan generation is a finite resource. There is not 
going to be any new Federal hydropower development in the re- 
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gion. So the size of the canteen is fixed. Pass that canteen around 
to too many people and everyone is still thirsty. 

Already allocations to new consumer-owned electric utilities and 
Native American tribes, which Mid-West has and continues to sup- 
port, will withdraw 4 percent of the current firm power customers’ 
allocations. In 2005, firm power Pick-Sloan customers will have an- 
other 2 percent of that resource withdrawn for allocation to new 
customers. 

As a consequence, firm power customers will have to secure new 
resources to make up for that shortfall, which will most likely 
mean higher costs. 

The overall Pick-Sloan hydroresource is not just being spread 
among new customers, but also is a shrinking resource. Threatened 
and endangered species, currently the Piping Plover and Interior 
Least Tern, cost Pick-Sloan Federal power customers approxi- 
mately $2 million a year in lost generation as the Corps attempts 
to operate the dams without harming the species. This does not in- 
clude other costs incurred by the Corps to protect these species. 

Additionally, the recovery plan for the Pallid Sturgeon, another 
species on the threatened or endangered list, has not yet been fi- 
nalized and could further affect the ability of Pick-Sloan hydro- 
power. 

The Corps of Engineers is also in the final stages of revising the 
master manual which controls the operation of the Missouri River, 
which could have a dramatic impact on hydrogeneration. We are 
also facing additional power investments that will have to be made 
in the near future. Turbine replacements, generator staters, re- 
winds and the like are going to add an additional $100 million to 
the rate base, probably within the next 5 to 10 years, and that is 
only on the main stem system. It does not include the costs of simi- 
lar activities being conducted by the Bureau of Reclamation on its 
projects in Montana, Wyoming and Colorado. 

What this means for the rural electric cooperatives, municipal 
electric utilities and public power districts in the region is that 
their resource mix is going to be changing. There is going to be up- 
ward pressure on electricity rates at a time when the industry is 
restructuring and deregulating. 

We are not talking about developing rural water systems here for 
towns or areas that have not made every effort to make the best 
use of the resource they have. The Upper Great Plains is not a re- 
gion that rewards profligate use of resources. We are talking about 
places such as Worthington, Minnesota, a city of some 10,000 peo- 
ple that has already spent over $1 million looking for a water sup- 
ply. This is a community with an average residential consumption 
of 5,000 gallons per month, as compared with a national average 
of 9,000 gallons per month. Losses in the city water system have 
also been well below the national average. The two major indus- 
tries in the city have been able to increase their production without 
additional water consumption, but now must have additional water 
supply. 

The future economic viability of these communities depends upon 
the development of adequate water supplies. They have undertaken 
programs to ensure wise use of the water they already have, but 
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face the prospect of losing business opportunities and economic 
growth without further additional water supplies. 

The Upper Great Plains region is not, as you know, one of the 
wealthiest regions of the country. The cost-sharing mechanisms 
that Congress has enacted to fund these projects recognizes the de- 
velopment of rural water as a substantial undertaking for sparsely 
settled areas, but every American should be able to have an ade- 
quate supply of clean, safe drinking water. 

Surcharging Federal power to pay for rural water systems in the 
region runs the risk of threatening local economies and the market- 
ability of Pick-Sloan power. Despite the prosperity elsewhere in the 
region, the Upper Great Plains still struggles with the inherent 
problems of a region dependent upon agricultural and natural re- 
sources as their economic engine for the vagaries of the market- 
place can have a devastating impact. As of 2 weeks ago, corn sold 
at 1952 prices, 47 years later. Spring and winter wheat were sell- 
ing at only a few cents above 1952 levels. The last thing the region 
needs is increases in the price of electricity. 

The economic fragility of this region should not mark it as a can- 
didate for abandonment. This is the part of the country that usu- 
ally leads the way in voter turnout and participation in the govern- 
ance of their communities, their States and their country. This is 
a part of the country whose children consistently achieve top scores 
in educational testing and they send those children out of the re- 
gion, bringing their talents to the rest of the Nation. This is a part 
of the country that is strongly self-reliant. The cost-sharing mecha- 
nisms that Congress has crafted over the past decade have served 
the region and the country well. 

Thank you very much. 

Mr. Doolittle. Thank you. 

[The prepared statement of Mr. Graves follows:] 

Statement of Thomas P. Graves, Executive Director, Mid-West Electric 
Consumers Association, Denver, Colorado 

Mr. Chairman, my name is Thomas Graves. I am the executive director of the 
Mid-West Electric Consumers Association. Mid-West appreciates the opportunity to 
appear before the House Resources Subcommittee on Water and Power to testify on 
rural water systems. 

Mid-West is the regional coalition of consumer-owned electric utilities that pur- 
chase power from Federal dams in the Missouri River Basin. Since 1958, Mid-West 
has represented the interests of more than three million consumers that depend in 
part on the Pick-Sloan Missouri Basin Program for their power supply. 

More than one hundred years ago, John Wesley Powell recommended that the 
boundaries of western states conform to river basins and their drainages. The scope 
and vision of the Pick-Sloan Missouri Basin Program, wittingly or not, followed 
Powell’s concept. 

The original Pick-Sloan program provided a variety of benefits to the region — 
flood control, navigation, municipal and industrial water, irrigation, and hydro- 
power. Of all the project purposes, only the hydropower function and municipal and 
industrial water function pay 100 percent of the costs allocated to that project pur- 
pose. 

As part of the bargains struck that led to the enactment of the Pick-Sloan Mis- 
souri Basin Program, Pick-Sloan’s power users also agreed to shoulder that capital 
investment in Federal irrigation projects beyond the ability of irrigators to repay. 
This is the only instance where hydropower revenues provide financial assistance 
to another project purpose. As I noted above, municipal and industrial water uses 
are responsible for 100 percent of the capital investment, as well as operation and 
maintenance. 



56 


That is no small obligation. Currently, Pick-Sloan power users have over $700 
million in their rate base to help repay the capital investment in “used and useful” 
irrigation projects. There is another $700 million or so of projects that may yet be 
authorized and built under the Pick-Sloan Missouri Basin Program. 

For some time, Mid-West and its members have been grappling with how to in- 
sure the continued viability of the Pick-Sloan Missouri Basin Program and its origi- 
nal vision of multi-purpose development of resources in the region. 

The development of rural drinking water systems was not part of the Pick-Sloan 
plan. In an effort to see that Pick-Sloan can meet contemporary needs of the region 
as well as its historical obligations, Mid-West developed a policy position that recog- 
nized that a contemporary need of the region is adequate and safe supplies of drink- 
ing water. 

Several years ago, Mid-West began working with rural water systems to insure 
that they could make use of some of the seasonal Pick-Sloan power, an important 
consideration in the operations of these systems. We are committed to the economic 
well-being of our region, for we are not solely hydropower users. We are the ranch- 
ers, farmers, and small businesses of the region. 

There are, however, limitations on how much support the hydro users can provide. 

First, Pick-Sloan generation is a finite resource. There is not going to be any new 
Federal hydropower development in the region. So the size of the canteen is fixed. 
Pass the canteen around to too many people and everyone is still thirsty. Already, 
allocations to new consumer-owned electric utilities and Native American Tribes, 
which Mid-West has and continues to support, will withdraw 4 percent of current 
firm power customers’ allocations. In 2005, firm power Pick-Sloan customers will 
have another 2 percent of their resource withdrawn for allocation to new customers. 

As a consequence, firm power customers will have to secure new resources to 
make up for that shortfall, which will most likely mean higher costs for electric util- 
ity consumers. 

The overall Pick-Sloan hydro resource is not just being spread among new cus- 
tomers, but is also a shrinking resource. Threatened and endangered species — the 
Piping Plover and Interior Least Tern — cost Pick-Sloan Federal power customers ap- 
proximately $2 million a year in lost generation to operate the dams without harm- 
ing these species. This does not include other costs incurred by the Corps of Engi- 
neers to protect these species. Additionally, the recovery plan for the pallid stur- 
geon, another species on the threatened or endangered list, has not yet been final- 
ized, and could further affect the availability of Pick-Sloan hydropower. 

The U.S. Army Corps of Engineers is in the final stages or revising the Master 
Manual for operation of the Missouri River, which could have a dramatic impact on 
hydro generation. 

Pick-Sloan power users also face additional power costs that will have to be made 
in the near future. Turbine replacements, generator staters, rewinds and the like 
are going to add an additional $100 million to the rate base, probably within the 
next five to 10 years. And that is only on the mainstem dams. It does not include 
the costs of similar activities by the United States Bureau of Reclamation on its 
projects in Montana, Wyoming, Colorado and Nebraska. 

What this means for the rural electric cooperatives, municipal electric utilities 
and public power districts in the region is that their resource mix is going to be 
changing. There is going to be upward pressure on electricity rates, all at a time 
when the industry is restructuring and deregulating. 

And we are not talking about developing rural water systems for towns or areas 
that have not made every effort to make best use of the resources they have. The 
Upper Great Plains is not a region that rewards profligate use of resources. We’re 
talking about places such as Worthington, Minnesota, a city of 10,000 that has al- 
ready spent over $1 million looking for additional water supply alternatives. This 
is a community with an average residential consumption of only 5,000 gallons per 
month, as compared to the national average of 9,000 gallons per month. Losses in 
the city water system are also well below the national average. The two major in- 
dustries in the city have been able to increase their production without additional 
water consumption, but now must have additional water supply. 

The future economic viability of these communities depends upon the development 
of adequate water supplies. They have undertaken programs to insure wise use of 
the water they already have, but face the prospect of losing future business opportu- 
nities and economic growth without additional water supplies. 

The Upper Great Plains region is not one of the wealthiest in the country. The 
cost-sharing mechanisms that Congress has enacted to fund these projects recognize 
that development of rural water systems is a substantial undertaking for sparsely 
settled areas. But every American should be able to have an adequate supply of 
clean, safe, drinking water. 



57 


Surcharging Federal power to pay for rural water systems in the region runs the 
risk of threatening local economies and the marketability of Pick-Sloan hydropower 
generation. Despite the prosperity elsewhere in the nation, the Upper Great Plains 
still struggles with the inherent problems of a region dependent on agriculture and 
natural resources as their economic engine, where the vagaries of the market place 
can have a devastating impact. As of two weeks ago, corn sold at 1952 prices. Spring 
and winter wheat were selling at only a few cents above 1952 levels. The last thing 
the region needs is increases in the price of electricity. 

The economic fragility of the region should not mark it as a candidate for aban- 
donment. This is a part of the country that usually leads the way in voter turn- 
out and participation in the governance of their communities, their states, and their 
country. This is a part of the country whose children consistently achieve top scores 
in educational testing. In North Dakota, 8th graders placed first in math scores 
three times in the 1990’s. This is a part of the country where those children leave 
the region, bringing their talents to the rest of the nation. This is a part of the coun- 
try that is strongly self-reliant. The cost-sharing mechanisms that Congress has 
crafted over the past decade have served both the region and the country well. 

Thank you. 

Mr. Doolittle. Our next witness is Angela Antonelli, Director of 
the Thomas A. Roe Institute for Economic Policy Studies of The 
Heritage Foundation. 

Ms. Antonelli, will you please rise and raise your right hand. 

[Witness sworn.] 

Mr. Doolittle. Thank you. You were out of the room when we 
did that for the other two. We are not singling you out. 

Ms. Antonelli. I apologize. 

Mr. Doolittle. That is quite all right. The votes dragged us out 
a little longer than we thought. 

You are recognized for your testimony. 

STATEMENT OF ANGELA ANTONELLI, DIRECTOR, THOMAS A. 

ROE INSTITUTE FOR ECONOMIC POLICY STUDIES, THE HER- 
ITAGE FOUNDATION 

Ms. Antonelli. Thank you, Chairman Doolittle. Thank you for 
the opportunity to testify before you today. The views I express in 
my testimony are my own and should not be construed as rep- 
resenting the official position of The Heritage Foundation. 

This Subcommittee is now considering the Federal financing of 
rural water projects. These projects are controversial primarily due 
to the large share of the costs that would be paid for by the Federal 
Government. An even more fundamental question should be asked, 
however, and that is whether any Federal role is justified in this 
area. Many of the newer proposed rural projects reflect a troubling 
continued expansion of the Bureau of Reclamation’s mission, one 
from that of a construction agency to that of yet another Economic 
Development Agency and Environmental Protection Agency. 

Unfortunately, Congress can’t seem to resist the opportunity to 
seize control of responsibility for water resources that belong to 
States, regions, local communities and the private sector. Each 
time Congress contemplates another proposed rural water project, 
it must face squarely the question of what the role of the Federal 
Government will be in developing and managing our Nation’s 
water resources. So far. Congress’ decisions have been dis- 
appointing to many of us. 

Although the Federal Government has been supporting water 
projects since the turn of the century, as GAO has often noted, 
these programs have been based on a long-standing policy of full 
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reimbursement for its contributions to the projects. Although many 
of these loans have been forgiven or reduced, the original con- 
tinuing intent was that beneficiaries of the program would bear the 
costs of the program. However, that appears to be changing. In the 
case of the proposed Lewis and Clark project, for example, the Fed- 
eral Government’s share, depending upon one’s definition of cost, 
could be as much as 80 percent. 

This increase in nonreimbursable costs certainly appears to be a 
function of the fact that more of these projects have a greater pro- 
portion of nonreimbursable requirements, particularly to meet en- 
vironmental objectives such as water quality, fish and wildlife and 
conservation requirements. 

It is important to remember that the Federal funding of rural 
water projects in the Upper Great Plains States only perpetuates 
the long-held and mistaken notion that water is not valuable 
enough for people and businesses to own and manage wisely. I re- 
ject this view. Federally subsidized construction of these projects 
will not fundamentally alter the economic base of this region of the 
country. Indeed, while the infusion of Federal dollars may be some- 
what of a boost to the region, in the end, the boost will not lead 
to sustained long-term change, but rather addiction to more Fed- 
eral dollars. Ultimately, such projects will be added to the myriad 
of expensive and often duplicative special interest projects dressed 
up as another Federal economic development program. 

If we look to the Federal experience with the Economic Develop- 
ment Administration, for example, according to the GAO, in areas 
where there have not been incentives to produce sufficient private 
sector investment for economic development. Federal interventions 
consistently proved to be temporary at best. Indeed, this history 
suggests that these latest programs are also destined to continue 
this poor legacy. And as GAO and our first panel today indicated 
and reported on more than one occasion, these types of rural water 
projects do not fit Federal funding criteria for programs at USDA, 
EPA or the Bureau, criteria which I would assume are in place to 
protect Eederal financial interests, that is, the interests of all 
American taxpayers. 

In addition, according to GAO’s work, the people in these areas 
also do not support the project enough to pay for it, even though 
the per capita costs are quite modest. GAO States that the cost of 
the project is $282.9 million in 1993 dollars, and it is designed to 
serve 300,000 people in 14 counties. This is equal to $943 per per- 
son. 

Even assuming that we use a per family figure and assume a 
five-person family, we are only talking about $4,715 per family, 
much less than the cost of a used car and financed over a much 
longer period of time. But despite this low cost, every survey GAO 
has done in the area demonstrates that the people in these commu- 
nities are unwilling to pay for the system-increased water fees. 

Why should taxpayers throughout the Nation be asked to pay for 
a project that the beneficiaries themselves refuse to fund? If the po- 
tential economic and other benefits that have been talked about are 
indeed real, then you would expect to see an interest among local 
water users. But the local community thinks the project is worth 
less than a used car, so why should the Nation’s hard-working tax- 
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payers value it more highly? Why should Congress take money 
from hard-working taxpayers to pay for life-style improvements, 
such as landscaping? And it certainly doesn’t seem as if we are 
really talking about a water shortage, but more about water qual- 
ity. 

But assuring a supply of clean water doesn’t necessarily mean 
that Washington has to take over. Indeed, for the amount of money 
many area residents seemingly are willing to pay, according to the 
GAO, it seems to be a lot cheaper for them to contract out privately 
to some entity to simply truck pristine water into the communities 
that they could use for eating, drinking, bathing and so on. 

Indeed, to the extent that the commitments in small rural 
projects are $37 billion over the next 20 years, I would suggest for 
$20 billion of that we probably could get a very good contractor to 
provide the kinds of water that these communities would need. 

Over the past three decades. Congress has allowed the Bureau 
to move away from the construction and operation of traditional, 
large, multipurpose water projects. Congress should not expand the 
mission of the Interior Department. These new Economic Develop- 
ment-Environmental Protection rules and the movement into more 
States will ultimately just allow Congress to justify more federally 
financed special interest public work projects. We do not need an- 
other EPA or EDA for the West or for anywhere else. 

A June, 1996 GAO report counted more than 72 Federal pro- 
grams or other initiatives cutting across eight departments or 
agencies that either directly or indirectly support water quality. 

Similarly, the agency’s strategic plan submitted to Congress as 
a requirement of the Government Performance and Results Act re- 
veal that there are 342 economic development programs managed 
by 13 agencies with little or no coordination. 

The b^est way to help support the water supply needs of rural 
areas in this country is for government to look towards water mar- 
kets and privatizing existing assets. This means the Federal Gov- 
ernment has to get comfortable about the idea of doing less, rather 
than more. 

Today, between 7 and 10 percent of water supply projects in the 
U.S. Are privately held. The trend for an increasing number of 
States, counties and municipalities is to look to the private sector 
to build and maintain necessary infrastructure, such as wastewater 
treatment plants, prisons, schools, highways and airports. Indeed, 
other nations already are way ahead of the United States in their 
privatization of such infrastructure. In Britain, 100 percent of 
water and wastewater treatment facilities are privatized, and in 
France, 75 percent are privatized. 

The United States should be a leader and not a follower, and this 
trend toward Federal financing of rural water projects moves us in 
the wrong direction. Instead, Congress should allow local commu- 
nities to determine what their needs are and to work cooperatively 
with private entities to provide what is needed and to meet those 
needs. 

And the Federal Government can certainly play a role in facili- 
tating that. The Congress also can work to develop a better under- 
standing of the extent to which environmental and other policies 
place constraints on local water resources. Congress also should 
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simply resist pressures to reinvent the missions of agencies like the 
Bureau of Reclamation. There is no reason why the Federal Gov- 
ernment needs to fund the 73rd water quality program or the 
343rd economic development program. 

Congress needs to take steps to get the Federal Government out 
of the business of maintaining water projects. The Federal Govern- 
ment should not be in direct competition with private entities in 
providing generous subsidies to special interests at great cost to 
the American taxpayer. 

Thank you. 

[The prepared statement of Ms. Antonelli follows:] 

Statement of Angela Antonelli, Director, Thomas A. Roe Institute for 
Economic Policy Studies, The Heritage Foundation 

Chairman Doolittle, Members of the Committee: 

Thank you for the opportunity to testify before you today. The views I express in 
the testimony are my own and should not be construed as representing any official 
position of The Heritage Foundation. 

This Subcommittee is now considering the Federal financing of rural water 
projects. These projects are controversial primarily due to the large share of the con- 
struction costs that would be paid for by the Federal Government. An even more 
fundamental question should be asked, however; and that is whether any Federal 
role is justified in this area. Many of the newer, proposed rural projects reflect a 
troubling expansion of the Bureau of Reclamation’s (BOR) mission — from one of a 
construction agency to that of yet another economic development agency and envi- 
ronment protection agency. 

Although Congress and the Administration appeared to agree some time ago that 
it makes sense to transfer responsibility for some Bureau of Reclamation projects 
to states, local communities and the private sector, the pace of progress on this front 
has been pitifully slow. Moreover, Congress appears more than willing to authorize 
and finance new federally controlled rural water supply projects. The era of big gov- 
ernment water projects is not over. 

Congress cannot seem to resist the opportunity to seize control of responsibilities 
for water resources that belong to states, regions, local communities, and the private 
sector. Each time Congress contemplates another proposed rural water project, it 
must face squarely the question of what the role of Federal bureaucrats will be in 
developing and managing our nation’s water resources, and, more specifically, the 
role of the Interior Department. So far. Congress’s decisions have been dis- 
appointing for many of us. 

A Long History of Federal Water Subsidies 

More than one hundred years ago, the Federal Government began to subsidize 
construction and operation of major water storage and delivery projects. The pri- 
mary goal was to convert arid land into productive farmland through irrigation, and 
water was provided to users at highly subsidized prices. Although the costs of the 
construction of these projects are supposed to be repaid, few have been, and there 
is a long history of audits by the U.S. General Accounting Office (GAO) that address 
the allocation and repa 3 Tnent of project costs and the government’s poor track record 
of recovering those costs. Ultimately, much of the costs of these projects are spread 
over all taxpayers, although the benefits are concentrated on well-defined groups. 

As a consequence of these poorly designed programs, the predominant consumer 
of water today in the West is agriculture. As GAO and others have noted, the dis- 
parities in the cost of water between farmers and urban consumers can be tremen- 
dous, as much as 100 times more expensive for the urban user. In addition to bur- 
dening the taxpayer, subsidized prices create an insatiable demand for water and 
encourage inefficient use. With low prices, the users have no incentive to consider 
alternative technologies and lifestyle changes that would save water. Many irriga- 
tion systems use less than half of the water flowing into them. The rest runs off 
fields, evaporates from open canals, or percolates into the ground through unlined 
ditches. The low price of water encourages farmers to irrigate even marginal lands. 
In some cases. Federal water subsidies create, rather than solve, environment prob- 
lems. For example, wastewater from a farm that drains into a wildlife refuge via 
a drainage system built by the Federal Government. 

Contrary to what the public has been led to believe, our nation is not about to 
run out of clean water. If just 5 percent of the agricultural water supply could be 
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allocated through water markets to municipal uses, the needs of urban areas in 
Western states would be met for the next 25 years, according to Terry Anderson and 
Pamela Snyder, authors of Water Markets: Priming the Invisible Pump. Fortunately, 
predictions of natural resource shortages are often wrong because they ignore the 
impact of market forces on supply and demand. There is an ample supply of water 
in this nation to meet the needs of farmers, municipalities, and industrial users. 
The real problem is a political system that denies ownership of water rights and 
thus precludes the market from efficiently allocating it. New federally funded rural 
water projects only serve to continue and expand such inefficiencies. 

Financing Rural Water Projects Continues the Tradition 

Although the Federal Government has been supporting rural water projects since 
the turn of the century, these programs have largely been loan based and required 
a 100 percent repayment obligation. Although many of these loans may have been 
forgiven or reduced, the original and continuing intent was that beneficiaries of the 
program would bear the costs of the program. However, that appears to be chang- 
ing. According to the Congressional Research Service, for the more recent rural 
water supply projects, the non-reimbursable component has been higher than typ- 
ical for traditional reclamation projects. The non-reimbursable share can be as high 
as 75 to 85 percent or more. The increase in non-reimbursable costs may well be 
a function of the fact that more of these projects have a greater proportion of non- 
reimbursable requirements, particularly to meet environmental objectives such as 
water quality, fish and wildlife and conservation requirements. 

What is most important to remember is that the Federal funding of rural water 
projects in the Plains states only perpetuates the long held and mistaken notion 
that water is not valuable enough for people and businesses to own and wisely man- 
age. I reject this view. Federally subsidized construction of these projects will not 
fundamentally alter the economic base of this region of the country. Indeed, while 
the infusion of Federal dollars may be somewhat of a boost to the region, in the end, 
the boost will not lead to long-term sustained change, but addiction to Federal dol- 
lars. Ultimately, such projects will just be added to the myriad of expensive and 
often duplicative special interest pork dressed up as a Federal economic develop- 
ment program. 

If we look to the Federal experience with the Economic Development Administra- 
tion according to the GAO, in areas where there have not been incentives to produce 
sufficient private sector investment for economic development. Federal interventions 
consistently prove to be temporary at best. To quote GAO, “the study found that 
EDA’s program had a very small effect on income growth rates during the period 
the aid was received and no significant effect in the years after the aid ceased.” The 
Subcommittee may want to consider asking GAO to do a similar study of the impact 
of Federal owned water projects on economic development. 

A New Mission for the Bureau of Reelamation to Justify New Projeets 

Over the past three decades, the Bureau has been moving away from the con- 
struction and operation of traditional, large, multipurpose water supply projects. 
And within the past decade, the mission of the Bureau has shifted to focus more 
on environmental mitigation and function as another branch of the Environmental 
Protection Agency. Indeed, the Bureau’s self-described mission today is “to manage, 
develop, and protect water and related resources in an environmentally and eco- 
nomically sound manner in the interest of the American public.” 

Congress should rein in, rather than expand, the Interior Department. These new 
economic development and environmental protection roles allow Congress to justify 
more federally financed, special interest public works projects. And, of course, the 
Bureau’s bureaucracy appears more than willing to reinvent and expand its budget 
if given the opportunity. We do not need another EPA or EDA for the West. Eor 
example, a June 1996 GAO report counted more than 72 Federal programs or other 
initiatives cutting across 8 departments and agencies that either directly or indi- 
rectly support water quality protection. Similarly, the agency strategic plans sub- 
mitted to Congress as a requirement of the Government Performance and Results 
Act revealed that there are 342 economic development programs managed by 13 
agencies with little or no coordination among them. 

The shift in the Bureau’s mission, and Congress’s willingness to fund projects con- 
sistent with this expanded mission is detrimental to our nation’s water resources. 
As long as a free market does not apply water, no one will have incentive to use 
it wisely or to invest in more advanced technologies or lifestyle changes that will 
conserve it. And certainly such policies will make any effort to transfer responsi- 
bility or to privatize existing assets and develop water markets more difficult. For 
example, the often unexpected costs of environment enhancement and mitigation re- 
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quirements that are added to projects (either directly through the Bureau or hy Fed- 
eral laws or programs) have the effect of discouraging beneficiaries or investors who 
might otherwise be interested in assuming responsibility for the asset because they 
are afraid that there would be no certainty with regards to the costs. The tension 
within the Bureau’s budget to pay for these activities competes with the need for 
funds to simply operate and maintain existing facilities. 

Policy Recommendations 

The best way to help support the water supply needs of rural areas of this country 
is for government to look toward water markets and privatization of existing assets. 
This means the Federal Government must get comfortable with the idea of doing 
less rather than doing more. A new Federal water policy for the 21st century should 
be one in which Congress and the Administration work together and with state, re- 
gional, and local governments to develop local and private alternatives that will 
meet their water needs. Ultimately, this will significantly reduce, if not eliminate, 
the Federal role. 

If the true purpose of these rural water supply projects is to meet growing needs 
for water to support municipal and industrial needs, then water users should pro- 
vide the funding. A demonstrated need is a signal to the private sector that there 
is a secure revenue stream to justify the financing of a project. Successful private 
investment can minimize the costs and the involvement of the Federal Government 
in many of these projects. 

Today, between 7 and 10 percent of water supply projects in the United States 
are privately held. The trend for an increasing number of states, counties, and mu- 
nicipalities is to look to the private sector to build and maintain necessary infra- 
structure, such as wastewater treatment plants, prisons, schools, highways, and air- 
ports. Indeed, other nations already are way ahead of the United States in their pri- 
vatization of such infrastructure. In Britain, 100 percent of water and water treat- 
ment facilities are privatized, and in France 75 percent are privatized. 

The United States should be a leader and not a follower. A trend toward Federal 
financing of rural water project moves us in the wrong direction. Instead, Congress 
must: 

1. AIlow local communities to determine water resource needs and to work co- 
operatively with private entities to provide what is needed to meet those needs. 

2. Require better information about whether a project is economically viable 
and produce an expected return on investment before making any decisions. 

S.Develop a better understanding of the extent to which environmental and 
other policies place constraints on local water resource management. 

4. Resist pressures to reinvent the mission of the Bureau of Reclamation. 
There is no reason why the Federal Government needs to fund the 73rd-water 
quality program or a 343rd-economic development program. 

5. Act to transfer responsibilities for existing assets to states, local commu- 
nities and the private sector. 

Congress needs to take steps to get the Federal Government out of the business 
of building and maintaining water projects. The Federal Government should not be 
in direct competition with private entities or provide generous subsidies to special 
interests at great cost to the American teixpayer. 
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Mr. Doolittle. Thank you. 

Could you make available those studies in Great Britain on the 
water and wastewater plants that are all 100 percent privately fi- 
nanced? 

Ms. Antonelli. Sure. These are studies that have been done by 
people at the Reason Foundation. I would be more than happy to. 

Mr. Doolittle. Great. 

Ms. Kladiva, could you tell us, if the Federal share for the Lewis 
and Clark project costs were included in the electric rates for the 
Pick-Sloan program, what would be the impact on the rates? 

Ms. Kladiva. Mr. Chairman, we have conducted a preliminary 
analysis into the question. In general, the rate impact would de- 
pend upon the assumptions that you use. 

On average, the dams that are developed in the Pick-Sloan pro- 
gram produce approximately 12 million megawatt hours of elec- 
tricity each year, and in 1998, the electricity was sold at an aver- 
age rate of 1.6 cents per kilowatt hour. These are wholesale rates. 
That includes the transmission cost. 

As an example of how the rates could be affected, in order to am- 
ortize approximately $193 million, which would be the Federal 
grant portion of the project, at 6 percent interest over 50 years, 
which is the traditional repayment period for water projects, it 
would take about a 6 to 7 percent increase, based on the 1998 sales 
figures. The 6 percent rate increase would raise the rate by less 
than one-tenth of 1 cent in the Upper Great Plains area, and it 
would raise it slightly over one-tenth of 1 cent in the Rocky Moun- 
tain region. Based on our preliminary analysis, we believe that this 
level of rate increase does not appear likely to push the power cost 
for Pick-Sloan generated power above what the prevailing market 
in that area is. 

Our answer is subject to a variety of factors that include — such 
as the directions of the deregulation of electricity at Federal and 
State levels, as well as other factors, but this is a preliminary esti- 
mate. 

Mr. Doolittle. Thank you. We have talked about increasing 
rates as one alternative method of financing rural water projects 
such as the Lewis and Clark project. However, there may be some 
opportunities to increase the generating capacity and electricity 
generation from some of the Pick-Sloan hydroelectric dams. 

Could you discuss some of these? 

Ms. Kladiva. Yes, Mr. Chairman. During the course of our work 
on issues related to the Pick-Sloan program, we identified, we be- 
lieve, some opportunities to boost output from some of the existing 
Federal facilities, in particular the large dams that are operated on 
the Missouri River main stem by the Army Corps of Engineers. 

As you know, the Pick-Sloan program was initiated over 50 years 
ago. Many of the dams and hydroelectric equipment are now in the 
30-year-old range, some as old as 50 years. Since the time that 
these generators and turbines have been installed, there have been 
increases in efficiency of equipment, and particularly for generators 
and turbines. 

Again, based on our preliminary analysis, there appear to be a 
number of generators that could be refurbished that could add sub- 
stantial generating capacity and a number of turbines that could 
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be refurbished that would offer improved efficiencies and other ben- 
efits. Under WAPA’s current repayment guidelines, any increased 
revenue resulting from such an improvement could go toward the 
repayment of the Federal investment in the project. Adoption of 
legislation mandating any other applications would be a policy 
question for the Congress to determine. 

Mr. Doolittle. Thank you. So if I understand what you are say- 
ing then, this new equipment would pay the entire Federal share 
in this Lewis and Clark project, in other words, the increased sales 
resulting from the new equipment? 

Ms. Kladiva. Well, talking about not reallocating the existing 
firm power that is there now for preference power, but if you could 
increase the amount of capacity, which appears to be a possibility, 
from rewinding the generators and refurbishing the turbines, then 
you get an additional generation that is not now committed. And 
if those funds were earmarked, its revenues that were sold, and the 
revenues were earmarked for repayment of the cost of Lewis and 
Clark project, then that is a possibility. 

Mr. Doolittle. What do you think about that, Mr. Graves? 

Mr. Graves. Well, all I can say, Mr. Chairman, I feel a little bit 
like I am between Scylla and Charybbis here. But the fact of the 
matter is, I do disagree with that on several bases. 

Number one, the rewinds of the generators and turbines are not 
free. They cost money. That is the $100 million I was talking 
about. That is part of the rate base. 

Pick-Sloan is a cost-based rate. The rate charged is the cost of 
the generation, so there are no extra dollars, unless the govern- 
ment wants to invest this and then not put it in the rate base. 

Number two, the assumption of increased generation forgets that 
there has been a degradation of generation throughout the system 
because as the equipment ages, it erodes and corrodes. The esti- 
mates at Fort Randall, for instance, we are talking about a 4 to 5 
percent increase in the capacity, in generation capacity, but that ig- 
nores the fact that there has been a loss of capacity at those facili- 
ties. So we would be merely getting back the capacity we had al- 
ready paid for. 

Number three, it assumes that these units are going to be run 
in a very efficient manner, which they will be by the Corps, but at 
Fort Randall, which is one of the units that is there, and Garrison 
as well, the operation of those facilities are constrained by the 
threatened and endangered species during the entire summer sea- 
son, from about April or March through the end of August. So we 
cannot run those units even today at full efficiency. 

So I think much of the increased generation capacity is, one, re- 
capturing generation capacity that has been lost, and may or may 
not be there, depending on whether the water is there, because the 
Pick-Sloan averages about 12 billion kilowatt hours, I believe — ex- 
cuse me, 10 billion, not 12 — and it fluctuates wildly. 

In 1988, the river only ran at 12.5 million acre-feet, which is 50 
percent of its normal capacity. Generation is not a steady, reliable 
thing on the Missouri River. 

Mr. Doolittle. Well, as you have observed, there are some envi- 
ronmental factors thrown in. But actually power users are stuck 
paying for that now in some cases, aren’t they? 
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Mr. Graves. Oh, to be sure. But I am just suggesting that projec- 
tions of increased capacity are not taking into account all of the po- 
tential constraints on generation that occur either for environ- 
mental problems or the lack of water. I mean, you have to look at 
this very closely. And the erosion of our capability through the age 
of the equipment is very real, and the Corps of Engineers will tell 
you that. 

Mr. Doolittle. Ms. Kladiva, did you take into account these 
variables when you were making your assessment about the in- 
creased opportunities for revenues to be generated by this updating 
of the equipment? 

Ms. Kladiva. Yes, we did, Mr. Chairman. In fact, we made visits 
to WAP A, to the Corps and to the Bureau just within the last cou- 
ple of months. So we have current information from them and cur- 
rent contact with them concerning what they believe is doable. 

Obviously, if you make an investment in doing the rewinds or re- 
furbishing the turbines, then you need to take into consideration 
that you need to recover the cost of those refurbishments and that 
you have to look at what the potential payoff for that is going to 
be, so that it makes economic sense to do that. 

At Garrison, for example, where they have done the turbine — I 
am sorry, the generator rewinds, they found that they had a 36 
percent increase in capacity in the output, based on what they had 
done, and it cost approximately $1 million per generator to do the 
rewinds. The mention of the fact that the current equipment, be- 
cause it is old, there is some degradation in its potential to produce 
power, is true; so you would gain from making the investment 
where it makes sense, you would gain, basically getting the equip- 
ment back up so it is working at full performance, so you would 
regain efficiencies that have been lost because the equipment is 
old, as well as getting increased generation capacity. 

Particularly where the big power opportunities are is on the Mis- 
souri mainstream, because that is where 80 percent of the power 
generated by Pick-Sloan is available; that is where the big dams 
are, and that is where the cheap power is from the standpoint of 
its capacity. 

When you look at that part, yes, you have to take into account — 
in considering what your potential upside would be in the gain, you 
have to take into consideration Missouri River flows. That is why, 
in fact, only 80 percent of the power produced from those dams on 
the Missouri mainstream are currently committed as firm power 
sales to the preference customers, and that is because they take 
into consideration that you are going to have years of high water 
flow and low water, and therefore, the purpose in the contracts is 
to be sure that they will be able to deliver on the contracts. 

So potentially you have in any given year now 20 percent of the 
power that is being sold at market rates. As WAPA tells us, it is 
sold at “market rates” and it is generally done through bilateral 
agreements with companies in the area. 

But, yes, we did take those factors into consideration, and we do 
believe that this is an area that is worth pursuing, but it needs to 
be done so that it makes economic sense to proceed. 

Mr. Graves. Mr. Chairman, if I might just try to address this 
issue, they only market 80 percent of the power because, like all 
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electric utilities, they are responsible for maintaining reserves in 
the event of the drop of a generator or facilities. And the additional 
power that is “available” in Pick-Sloan they cannot market as firm 
power because they are committed — they have committed that gen- 
eration to reserves in the event of failure in other dams, as all util- 
ities must do. 

Mr. Doolittle. Well, let’s go back to one of the other possibili- 
ties, which is the 6 percent increase. Was that in the retail rate, 
Ms. Kladiva? 

Ms. Kladiva. That was in the wholesale rate. 

Mr. Doolittle. So what would that translate to the retail cus- 
tomer? 

Ms. Kladiva. For the Upper Great Plains, that would be less 
than one-tenth of 1 cent added to the wholesale rate for power. 

Mr. Doolittle. And so 

Ms. Kladiva. That is looking across both firm and nonfirm sales 
for 1998. 

Mr. Doolittle. So if your power bill were $200 a month, how 
much extra would it be? 

Ms. Kladiva. I don’t know what that would translate to in terms 
of the retail sales, because, number one, it would depend on the 
wholesale increase, how much of the increase was passed through 
to the retail customer. It would also depend upon the retail cus- 
tomer’s power company, how much of their power they were getting 
from the power marketing administration. 

Mr. Doolittle. Well, would it be safe to say that it couldn’t be 
more than 6 percent? Do you want to answer that, Ms. Antonelli? 

Would that be the upper figure, right? 

Ms. Kladiva. May I invite to the table Jon Ludwigson, who is 
an energy expert with our office? 

Mr. Doolittle. Sure. 

We have to do this. Raise your right hand. I only have about 5 
minutes, but let’s do this. 

[Witness sworn.] 

Mr. Doolittle. Thank you. Will you just identify yourself, 
please, and your position for the record. 

STATEMENT OF JON LUDWIGSON, ENERGY RESOURCES AND 
SCIENCE GROUP, GENERAL ACCOUNTING OFFICE 

Mr. Ludwigson. My name is Jon Ludwigson. I work at the En- 
ergy, Resources and Science Group at the U.S. General Accounting 
Office. 

Mr. Doolittle. Okay. 

Mr. Ludwigson. In response, as far as what the effect on retail 
rates would be, it would — as Ms. Kladiva said, it would depend on 
the supply picture for each of the co-ops or municipals. If they re- 
ceived 100 percent of their power, for example, from the PMA, in 
this case WAPA, it would not necessarily translate to a 6 percent 
increase in retail rates, because the power component of retail 
rates is only one of several including distribution, administrative 
and customer service. The relative importance of these others var- 
ies depending on the individual municipal. 

It really at this point, is not prudent to estimate the percentage 
impact for any, or all, recipients of PMA power. 
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Mr. Doolittle. Let me just ask you this: There is no way it 
could be more than 6 percent, since that is the wholesale rate in- 
crease, right? It is either that or something less. In all likelihood, 
it is considerably less, right? 

Mr. Ludwigson. All other things being equal, it would be some- 
thing less. 

Mr. Graves. Mr. Chairman? 

Mr. Doolittle. Yes. 

Mr. Graves. I noted in Ms. Kladiva’s statement to you that they 
were averaging this over both firm and nonfirm sales. There is no 
set price for nonfirm sales on Pick-Sloan. It is on the spot market. 
The rate that the power customers pay is the rate for all of the 
generation and all of the firm generation and all of those costs. To 
spread the costs of this over nonfirm generation is diluting the pie. 
The costs need to be isolated on the firm power. The nonfirm sales 
vary in price widely, depending on the time of year. 

We didn’t get any of that really expensive stuff that was sold in 
the Mid-West last summer, but it is the firm power sales that set 
the rate, where the rate is set, and where the power repayment is 
set. 

Mr. Doolittle. Let me just sum up. 

It seems to me in the testimony I am hearing, first of all, it 
seems like there it is no way the Federal Government is going to 
come up with the money to do these vast projects for rural areas. 

Secondly, it seems like the seeds are out there for a solution to 
this problem, so that somehow these people can get the better qual- 
ity water they need, and in some cases, the greater quantities that 
they need, without burdening the Federal taxpayer. 1 think we are 
going to have to look further into this when we get into these hear- 
ings on this Lewis and Clark. 

But I would invite you to be thinking about how — ^you know. 
Great Britain apparently has — I am interested in your evidence 
there, because we know how expensive these wastewater treatment 
plants are, and it is intriguing to me that those are all privately 
financed there. So I am interested in that. 

I really wish we could prolong this, but if I do, you will have to 
hang around for another series of votes, and I won’t inflict that 
upon you. 

So I would like to thank you for your efforts and your testimony 
this afternoon, and we will have further questions, keep the record 
open for hopefully what will be your timely response. 

Mr. Doolittle. With that, this hearing is adjourned. 

[Whereupon, at 4:50 p.m., the Subcommittee was adjourned.] 



